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To Our Unitholders: 


New Flyer Industries Inc. is pleased to present our financial results, along with those of our subsidiary, 
New Flyer Holdings, Inc. for the period ended January 1, 2006. The results demonstrate a stable level of 
revenue in spite of weakness in industry demand as well as solid growth in Adjusted EBITDA compared to 
the prior year, providing ongoing support for unitholder distributions. These results were achieved despite 
aggregate plant capacity utilization of less than 60%. 


This is the first year-end period for New Flyer since our initial public offering (“IPO”) of Income Deposit 
Securities (“IDSs”) and the associated acquisition of our operating business on August 19, 2005, which 
gave rise to a 19-week post-closing operating period. 


As a result, in order to provide you with a more meaningful assessment of our recent performance, we are 
also announcing results for the 13-week and combined pro forma 52-week periods ended January 1, 2006. 
The pro forma combined results comprise the results of the nineteen-week period since the IPO in addition 
to the 33-week pre-IPO period as described in the accompanying Management Discussion and Analysis 
(“MD&A”). For comparison purposes, these 13-week results and pro forma combined results are compared 
with the 13-week and 53-week periods ended January 2, 2005, as described in the accompanying MD&A. 
Note that all figures are in United States dollars unless stated otherwise. 


Our order backlog (comprised of firm orders and options) at year-end was approximately $2.0 billion, 
consistent with the level at the time of the IPO and compared to $2.1 billion at January 2, 2005. This order 
position, comprised of 73.6% of U.S. orders and 26.4% of Canadian orders, continues to provide the order 
visibility to allow management to efficiently plan the production schedule, thereby minimizing expenses 
and working capital requirements. 


Our results for the 52-weeks ended January 1, 2006 reflected improvement over last year’s results for the 
longer 53-week period ended January 2, 2005. 


Total revenues were $590.8 million, down 4.2 percent from $617.0 million in last year’s 53 week period 
ended January 2, 2005. Revenue from bus manufacturing operations decreased 6.2% from $572.8 million to 
$537.4 million, reflecting reduced industry volume, partially offset by higher pricing. Revenue from 
aftermarket operations was $53.4 million, compared to $44.2 million last year, representing growth of 20.8%. 


We believe that the reduction in industry demand for new buses in the United States in 2005 was largely the 
result of the temporary deferral of purchases by municipalities and local transit authorities, due to budgetary 
constraints at state and local levels. Management expects that this deferral of bus replacements will continue 
in 2006, but should lead to an increase in demand in future years, because ridership trends and government 
funding support the replacement and growth of the active fleet in both the United States and Canada. Our 
market share in 2005 has remained steady at an estimated 36%. 


The strong growth in aftermarket revenue is consistent with our recent, historical performance, as New Flyer 
buses continue to represent a larger share of the active installed fleet in the combined United States and 
Canadian market. In addition, the deferral of new bus purchases, as referenced above, contributes to higher 
demand in the aftermarket business as customers maintain older fleets. 


Adjusted EBITDA for the 52-weeks ended January 1, 2006 increased 4.3% to $73.4 million, compared 
with $70.3 million in the longer, 53-week period last year. Adjusted EBITDA margins in 2005 were 12.4% 
compared with 11.4% last year. Included in Adjusted EBITDA for fiscal 2005 were incremental 
administrative costs of $0.8 million, which were primarily incurred in the fourth quarter, resulting from our 
new requirements as a publicly-traded company. Excluding these costs, which were not incurred in the prior 
year, our Adjusted EBITDA increased by 5.5% on a year-over-year basis. 


We are pleased with the continued improvement in New Flyer’s operating performance for the year. Our 
focus on margin improvement, evidenced in our new, innovative products and our commitment to cost 
containment, has resulted in strong growth in Adjusted EBITDA. This strong performance was achieved 
despite relatively weak overall demand in the North American transit industry resulting in reduced 
utilization of plant capacity. When demand rebounds, we are well positioned to capitalize. 


For the combined 13-week period ended January 1, 2006, New Flyer generated revenue of $136.7 million, 
compared with $160.2 million in the corresponding period last year. Revenue from bus manufacturing 
operations decreased 17.3% from $149.0 million to $123.2 million, while revenue from aftermarket 
operations increased 21.1% from $11.2 million to $13.6 million. The respective changes reflected the 
overall trends evident in the full year results. 


Our Adjusted EBITDA for the 13-week period ended January 1, 2006 increased 6.1% from $16.7 million in 
the corresponding period of last year to $17.7 million, while Adjusted EBITDA margins increased to 
12.9% from 10.4%. The increase was the result of growth in our aftermarket operations and increased profit 
margins on bus sales. 


On October 17, 2005, New Flyer Industries Inc. (“NFI’’) and New Flyer Industries Canada ULC (“NFI 
ULC’) paid an initial distribution of C$ 0.1301 per IDS for the period from August 19, 2005 to September 
30, 2005, and we have since declared distributions at the monthly rate of C$ 0.09167 per IDS. 


For the nineteen-week period since the IPO, August 19, 2005 to January 1, 2006, our total revenue was 
$208.9 million, Adjusted EBITDA was $24.8 million and Distributable Cash was C$ 21.1 million. Cash 
distributions, including distributions on Class B and Class C shares of the Company, for this period totaled 
C$ 18.4 million, representing a payout ratio of 87.3% of total Distributable Cash, as described in the 
MD&A. (Adjusted EDITDA and Distributable Cash are defined in the MD&A.) 


On behalf of the Board of Directors, management and employees of New Flyer, I thank you for your 


ongoing support. 


John Marinucci 
President and Chief Executive Officer 


March 22, 2006 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS FOR THE 19-WEEKS AND THE 52-WEEKS ENDED 
JANUARY 1, 2006 


Information in this Management’s Discussion and Analysis of the financial condition and results of 
operations of the Company is supplemental to, and should be read in conjunction with, the financial 
statements of the Company for the period ended January 1, 2006. It also contains forward-looking statements, 
which are subject to a variety of factors that could cause actual results to differ materially from those 
contemplated by these statements. See “Forward-looking Statements”. Some of the factors that could cause 
results or events to differ from current expectations include, but are not limited to, the factors described in the 
Company’s public filings available on SEDAR at www.sedar.com. For additional information relating to the 
Company, please see the Company’s Annual Information Form available on SEDAR at www.sedar.com. The 
financial statements have been prepared in accordance with accounting principles generally accepted in 
Canada (“GAAP”) and, except where otherwise indicated, are presented in U.S. dollars, representing the 
functional currency of the Company. 


MEANING OF CERTAIN REFERENCES 


New Flyer Industries Inc. (“NFI’), an Ontario corporation, is the issuer of the common shares and 
New Flyer Industries Canada ULC (“NFI ULC”, together with NFI the “Issuer”’), an Alberta unlimited 
liability corporation, is the issuer of the Subordinated Notes, that, together with the common shares, form the 
income deposit securities of the Issuer (“IDSs”). As of March 21, 2006, 20,000,000 IDSs were outstanding. 
Each IDS represents one common share and C$5.53 principal amount of Subordinated Notes. Unless 
otherwise stated or the context otherwise requires, references to the “Issuer” refer, collectively, to NFI and 
NFI ULC. References in this Management’s Discussion and Analysis (“MD&A”) to “New Flyer” or the 
“Company” are to Transit Holdings, Inc. (“THI’) and its consolidated subsidiaries immediately prior to, and 
to New Flyer Holdings, Inc. (“NFL Holdings”) and its consolidated subsidiaries immediately following, the 
consummation of the transactions described in note 1 of the consolidated financial statements of NFL 
Holdings for the period ended January 1, 2006 under “August 19, 2005 transaction” (the “2005 Acquisition’). 
References in this MD&A to “management” are to management of the Company and the Issuer. 


All of the data presented in this MD&A with respect to market share, the number of heavy-duty 
transit buses in service and the number of heavy-duty transit buses delivered is measured in, or based on, 
“equivalent units”. One equivalent unit represents one 30-foot, 35-foot or 40-foot heavy-duty transit bus. One 
articulated bus represents two equivalent units. An articulated bus is an extra long bus (55-feet to 60-feet in 
length), composed of two passenger compartments connected by a joint mechanism. The joint mechanism 
allows the vehicle to bend when the bus turns a corner, yet have a continuous interior. 


Throughout this MD&A, unless otherwise indicated, all references to “GAAP” are to accounting 
principles generally accepted in Canada and all references to monetary amounts are to U.S. dollars (in 
thousands). Unless otherwise indicated, the financial information of the Issuer and the Company contained in 
this MD&A has been prepared in accordance with GAAP. 


For the purposes of this MD&A, the financial information of NFL Holdings is not consolidated with 
NFI. However, all references to the Issuer or to NFI that explicitly or implicitly relate to consolidated financial 
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information refer to the applicable financial information with respect to NFI on an unconsolidated basis 
combined with and relating to NFL Holdings on a consolidated basis. The financial statements of NFI include 
its 100% interest in the consolidated earnings of NFL Holdings. The net earnings per share (basic and diluted) 
for NFI’s 29-week period ending January 1, 2006 is $0.81 per share. Additional information about the Issuer 
and the Company is available on SEDAR at www.sedar.com. 


Forward-looking Statements 


Certain statements in this MD&A are “forward-looking statements”, which reflect the expectations 
of management regarding the Issuer's and the Company's future growth, results of operations, performance 
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and business prospects and opportunities. The words “believes”, “anticipates”, “plans”, “expects”, “intends”, 
“projects”, “estimates” and similar expressions are intended to identify forward-looking statements. These 
forward-looking statements reflect management's current expectations regarding future events and operating 
performance and speak only as of the date of this MD&A. Forward-looking statements involve significant 
risks and uncertainties, should not be read as guarantees of future performance or results, and will not 
necessarily be accurate indications of whether or not or the times at or by which such performance or results 
will be achieved. A number of factors could cause actual results to differ materially from the results discussed 
in the forward-looking statements, including, but not limited to, the factors discussed in the Company’s public 
filings available on SEDAR at www.sedar.com. 


Although the forward-looking statements contained in this MD&A are based upon what 
management believes to be reasonable assumptions, investors cannot be assured that actual results will be 
consistent with these forward-looking statements, and the differences may be material. These forward-looking 
statements are made as of the date of this MD&A and the Issuer and the Company assume no obligation to 
update or revise them to reflect new events or circumstances. 


DEFINITIONS OF EBITDA, ADJUSTED EBITDA AND DISTRIBUTABLE CASH 


References to “EBITDA” are to earnings before interest expense, income taxes, depreciation and 
amortization; losses or gains on disposal of property, plant and equipment; share-based compensation 
expense; unrealized foreign exchange losses or gains on non-current monetary items and forward foreign 
exchange contracts; fair value adjustments to other liabilities — Class B and Class C common shares; and 
distributions on Class B and Class C common shares. References to “Adjusted EBITDA” are to EBITDA 
after adjusting for: (i) the effects of certain non-recurring and/or non-operations related items that have 
impacted the business and are not expected to recur, including certain business disposition costs relating to the 
acquisition of the Company on February 27, 2004 and August 19, 2005, fair market value adjustments to 
inventory resulting from purchase accounting for the acquisition of the Company on February 27, 2004 and 
August 19, 2005, and management fees and (1i) lease costs for the period prior to October 2004 relating to a 
sale and leaseback of one of the Company's production facilities. 


Management believes EBITDA, Adjusted EBITDA and Distributable Cash (as defined below) are 
useful measures in evaluating the performance of the Company and/or the Issuer. Specifically, management 
believes that Adjusted EBITDA is the appropriate measure from which to make adjustments to determine 
“Distributable Cash” (being Adjusted EBITDA decreased for maintenance capital expenditures, principal 
payments on capital leases, interest on the “New Credit Facility”, as defined below and capital leases, interest 
on the Separate Subordinated Notes and cash taxes). However, EBITDA, Adjusted EBITDA and Distributable 
Cash are not recognized earnings measures and do not have standardized meanings prescribed by GAAP. 
Readers of this MD&A are cautioned that EBITDA, Adjusted EBITDA and Distributable Cash should not be 
construed as an alternative to net earnings or loss determined in accordance with GAAP as an indicator of the 
Company's and/or the Issuer's performance or to cash flows from operating, investing and financing activities 
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as a measure of liquidity and cash flows. A reconciliation of net earnings to EBITDA and Adjusted EBITDA 
based on the Company's financial statements has been provided under the heading “Reconciliation of Net 
Earnings to EBITDA and Adjusted EBITDA”. 


The Issuer's method of calculating EBITDA, Adjusted EBITDA and Distributable Cash may differ 
materially from the methods used by other issuers and, accordingly, may not be comparable to similarly titled 
measures used by other issuers. Distributable Cash is not assured, and the actual amount received by holders 
of IDSs will depend on, among other things, the Company's financial performance, debt covenants and 
obligations, working capital requirements, future capital requirements and the deductibility for U.S. federal 
income tax purposes of interest payments on the Subordinated Notes, all of which are susceptible to a number 
of risks, as described in the Company’s public filings available on SEDAR at www.sedar.com. 


Basis of Presentation of this MD&A 


NFL Holdings began operations on August 19, 2005. The period ended January 1, 2006 includes 
19 weeks of operations beginning on August 19, 2005. In order to enhance the usefulness of this MD&A, 
the financial results of NFL Holdings for the 19 week period ended January 1, 2006 have been combined 
with financial results from January 3, 2005 through August 18, 2005 of the predecessor Company to create 
combined pro forma operating results for the year ended January 1, 2006. (See “Basis of Financial 
Presentation - 2005 Acquisition” and “Unaudited Combined 2005 Financial Information’). These 
combined pro forma fiscal 2005 results have been compared to pro forma operating results of the Company 
for the 2004 fiscal year ended January 2, 2005. (See “Basis of Financial Presentation - 2004 Acquisition” 
and “Unaudited Combined 2004 Financial Information’”.) As the periods, or portions thereof, are prior to 
August 19, 2005, this information is provided for reference purposes only, and is not intended as a 
comprehensive comparison of financial results. 


Overview 


New Flyer is the leading manufacturer of heavy-duty transit buses in the United States and Canada 
and a leading provider of aftermarket parts and service. Management estimates that the Company has an 
approximate 36% market share of the combined United States and Canadian heavy-duty transit bus industry 
based on estimated industry deliveries in 2005. From its production facilities in Winnipeg, Manitoba and 
Crookston and St. Cloud, Minnesota, New Flyer has the broadest and most advanced product offering in the 
industry. For the 52-week period ended January 1, 2006, New Flyer generated revenue and Adjusted EBITDA 
of $590.8 million and $73.4 million, respectively. 


The Company’s order backlog as at January 1, 2006 represented approximately $2.0 billion of 
revenue (including approximately $0.6 billion in firm orders and approximately $1.4 billion in options) 
compared to $1.9 billion as at October 2, 2005 and $2.1 billion at the end of 2004. This order position, 
comprised 73.6% of U.S. orders and 26.4% of Canadian orders, continues to provide the order visibility to 
allow the Company to efficiently plan the production schedule, thereby minimizing expenses and working 
capital requirements. 


Revenue during fiscal 2005 of $590.8 million has decreased 4.2% from fiscal 2004 revenue of 
$617.0 million. Management believes that this reduction in revenue is attributable to a reduction in market 
demand for heavy-duty buses in the United States, as the Company’s market share of 36% in both 2005 and 
2004 has remained stable. Management believes that the reduction in industry demand in the United States is 
largely the result of the temporary deferral of bus purchases by municipalities and local transit authorities due 
to budgetary constraints at state and local levels. Management expects that this deferral of bus replacements 
will continue into 2006, but should lead to an increase in demand in the years to come because ridership 
trends and government funding support the replacement and growth of the active fleet in both the 
United States and Canada. Aftermarket revenue for fiscal 2005 has increased by 20.8% compared with fiscal 


2004. 
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For the 13-week period ended January 1, 2006, New Flyer generated revenue of $136.7 million, 
compared with $160.2 million in the corresponding period last year. Revenue from bus manufacturing 
operations decreased 17.3% from $149.0 million to $123.2 million, while revenue from aftermarket 
operations increased 21.1% from $11.2 million to $13.6 million. The respective changes reflected overall 
trends evident in the full year results. 


Adjusted EBITDA for fiscal 2005 of $73.4 million has increased by 4.3% compared to fiscal 2004 
Adjusted EBITDA of $70.3 million. Included in Adjusted EBITDA for fiscal 2005 were incremental 
administrative costs of $0.8 million, which were primarily incurred in the fourth quarter, resulting from 
compliance with new requirements as a public company. Normalized for these costs, which were not incurred 
in years prior to fiscal 2005, Adjusted EBITDA has increased by 5.5% on a year-over-year basis. 


For the 13-week period ended January 1, 2006, Adjusted EBITDA of $17.7 million has increased by 
6.1% from $16.7 million reported by the Company for the corresponding period in the prior year. Adjusted 
EBITDA margins increased to 12.9% from 10.4% in the prior year period. The increase was the result of 
growth in aftermarket operations and increased profit margins on bus sales. 


Distributable Cash for the 13-week period ended January 1, 2006 was C$15.7 million. During this 
period, the Company declared total distributions of C$12.5 million, which represents 79.5% of Distributable 
Cash for the period. 


Distributable Cash for the 19-week period ended January 1, 2006 was C$21.1 million. Distributions 


declared during the 19-week period were C$18.4 million, which represents 87.3% of Distributable Cash for 
the period. 


Page 4 


SELECTED FINANCIAL AND OPERATING INFORMATION 


The following selected consolidated financial and operating information of the Company has been 
derived from and should be read in conjunction with the historical financial statements of the Company. 


13-Weeks Ended 13-Weeks Ended 52-Weeks Ended 53-Weeks Ended 
January 1, 2006” January 2, 2005” January 1, 2006" January 2, 2005” 
(unaudited) (unaudited) (unaudited) (unaudited) 


(US dollars in thousands, except for deliveries in equivalent units) 
Selected Statement of Earnings Data 


Revenue 
Bus manufacturing operations ..........:ccecceseeen $ 123,164 $ 148,977 $ 537,409 SSP 
Niteninatke bOperatl ons asses emer 13,583 11,220 53,395 44.219 
otal Tevenuicn cms cts eee ee 136,747 160,197 590,804 616,991 
Earn os) trom Operations esceeercsere-teeererrees 11,104 12,414 29,016 48,738 
INetiearningsi(lOSS) Beene teeter eee eer 1,479 7,085 (13,851) 8,903 
EBIEDIA Che serene tt ree ne ee arenes 17,003 15,972 52,983 50,314 
Adjusted BBITDA® nance nese en: 17,716 16,694 73,367 70,343 
Other Data (unaudited) 
Deliveries (equivalent units) ..0.....0..ccecseeeeseeeen 353 483 1,583 1,938 
Wotalicapitaltexpendicesiecesreesereetieececsseeseeeet DAS 1,027 4,997 2,756 
January 1, 2006 January 2, 2005 
(unaudited) (unaudited) 
Selected Balance Sheet Data 
Total assets $ 825,672 $ 473,658 
long-term thnanciall labilities eeeersecraceecexcxeecareccescon serene zy tcetenscstctenevccvssetecassetvcuenecaveosteocttcc caste 622,503 237,751 
Other Data (Unaudited) 
|S Trtes ePay cacy ea e ane erase on in eh ve 2 Ae e $ 1,976,262 $ 2,071,308 
Notes: 
(1) Results for the 52-weeks ended January 1, 2006 consist of the combined results of the Company for the 19-weeks ended 


January 1, 2006 and the 33-weeks ended August 18, 2005. See “Basis of Financial Presentation —2005 Acquisition”, “Fiscal 


and Interim Periods” and “Unaudited Combined 2005 Financial Information”. 


(2) Results for the 53-weeks ended January 2, 2005 consist of the combined results of the Company for the 44-weeks ended 
January 2, 2005 and the 9-weeks ended February 27, 2004. See “Basis of Financial Presentation —2004 Acquisition”, “Fiscal 


and Interim Periods” and “Unaudited Combined 2004 Financial Information”. 


(3) EBITDA and Adjusted EBITDA are not recognized earnings measures and do not have standardized meanings prescribed by 
GAAP. Therefore, EBITDA and Adjusted EBITDA may not be comparable to similar measures presented by other issuers. 
See “Definitions of EBITDA, Adjusted EBITDA and Distributable Cash”. Management believes that EBITDA and Adjusted 


EBITDA are useful supplemental measures in evaluating performance of the Company and/or the Issuer. 
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(4) One equivalent unit represents one 30-foot, 35-foot or 40-foot heavy-duty transit bus. One articulated bus represents two 


equivalent units. 


(5) Dollar value of the Company's backlog. Backlog is comprised of both firm orders and options. 
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RECONCILIATION OF NET EARNINGS TO EBITDA AND ADJUSTED EBITDA 


Because the Issuer distributes substantially all of its cash on an ongoing basis, subject to certain 
restrictions, management believes that EBITDA and Adjusted EBITDA are important measures in evaluating 
the historical performance of the Company. However, EBITDA and Adjusted EBITDA are not recognized 
earnings measures under GAAP and do not have standardized meanings prescribed by GAAP. Accordingly, 
EBITDA and Adjusted EBITDA may not be comparable to similar measures presented by other issuers. 
Readers of this MD&A are cautioned that EBITDA and Adjusted EBITDA should not be construed as 
alternatives to net earnings or loss determined in accordance with GAAP as indicators of the Company's 
performance, or cash flows from operating activities as a measure of liquidity and cash flow. The Company 
defines and has computed EBITDA and Adjusted EBITDA as described under “Definitions of EBITDA, 
Adjusted EBITDA and Distributable Cash”. The following table reconciles net earnings or losses to EBITDA 
and Adjusted EBITDA based on the historical consolidated financial statements of the Company for the 
periods indicated. 


13-Weeks 13-Weeks 19-Weeks 52-Weeks 53-Weeks 
Ended Ended Ended Ended Ended 

January 1, January 2 January | January 1, January 2, 
2006” 2005” 2006” 2006” 2005” 

(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) 


( US dollars in thousands) 


INeti/Harnin es (Il0sses) iments reise ere $ 1,479 $ 7,085 $ 11,078 $ (13,851) $ 8,903 
Addback"” 
hire oso 2b, Coenen oe eerie Seer eer ere ener (1,435) 1,541 (10,383) 14,261 11,204 
IMtSKESt: SX PCMSE eecenceseerse eseeresreestysnececesteeee stots Sahil 32573 9,256 30,030 14,906 
PATIO EUIZALI OM eteceesete nace ten ae racers eoe ee 5,899 3,528 8,630 16,999 12,354 
Loss on disposal of property, plant and 
CCU PUIEM bree sec ereet cates cc occste cures se teveteassnudensstase race 159 116 159 143 116 
Share-based compensation expense ............:0000 — 437 — 8,726 2,617 
Fair value adjustment to other liability— Class 
Brand! Glass Common Shares ccsessess eee — — (16,637) (16,637) — 
Distributions on Class B and Class C Common 
SATS Sear e acs oes eooece eee acta e 5,828 — 8,588 8,588 — 


Unrealized foreign exchange loss on non- 


current monetary items and forward foreign 


EXCHANGE! COMUACIS cr sseasecceersecereereseseeeseseeeeee ness (198) (308) 4,826 4,724 214 
EBITD AG? S3cn inte ncangualoninian eke a nnpacett 17,003 15,972 15,517 52,983 50,314 
Business disposition costs™.......c..sssscssssssesssseeesess — 407 — 1,758 13,395 
Fair market value adjustment to inventory” ....... 713 — 9311 9311 6,313 
Management and transaction fees"? «0.02... — 375 — Dells 1,506 
Se Cloud lease ay natn ae ee emnceereane tentoon — (60) — — (1,185) 
Adjusted EBITDA sexe eeensee cone 17,716 $16,694 $24,828 73,367 $_70,343 
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Notes: 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


(8) 


Results for the 52-weeks ended January 1, 2006 consist of the combined results of the Company for the 19- 
weeks ended January 1, 2006 and the 33-weeks ended August 18, 2005. See “Basis of Financial Presentation — 
2005 Acquisition”, “Fiscal and Interim Periods” and “Unaudited Combined 2005 Financial Information”. 


Results for the 53-weeks ended January 2, 2005 consist of the combined results of the Company for the 44- 
weeks ended January 2, 2005 and the 9-weeks ended February 27, 2004. See “Basis of Financial Presentation — 
2004 Acquisition”, “Fiscal and Interim Periods” and “Unaudited Combined 2004 Financial Information”. 


Addbacks are derived from the historical financial statements of the Company. 


EBITDA and Adjusted EBITDA are not recognized earnings measures and do not have standardized meanings 
prescribed by GAAP. Therefore, EBITDA and Adjusted EBITDA may not be comparable to similar measures 
presented by other issuers. See “Definitions of EBITDA, Adjusted EBITDA and Distributable Cash”. 
Management believes that EBITDA and Adjusted EBITDA are useful supplemental measures in evaluating 
performance of the Company and/or the Issuer. 


Normalized to exclude non-recurring expenses related to the acquisition of the Company on February 27, 2004 
and August 19, 2005. 


On the acquisitions of the Company on February 27, 2004 and August 19, 2005, $6.3 million and $9.3 million, 
respectively, of the excess purchase price was allocated to inventory as a fair market value adjustment, resulting 
in a subsequent non-cash charge to operating costs and expenses upon the sale of the inventory. 


Normalized to exclude management and transaction fees paid to related parties that were terminated after the 
2005 Acquisition. 


The Company entered into a sale and leaseback of the St. Cloud production facility in October 2004. 


Accordingly, a normalization adjustment has been made to reflect the lease cost to earnings for periods prior to 
the transaction. 
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SUMMARY OF DISTRIBUTABLE CASH OF THE ISSUER 


Adjusted BRITA G44 Gch tex soy ey eed ence ag erent eee ee 


Maintenance capital expenditures, net of proceeds on disposal of 
TEU ant ASSClS aevcssecsaccaee eeoeee seer eae te este neon Sec tetane ce vee rere Srastceeeeoreee 
Principaliportion of capital lease payimentsasese eee eterna 
Interest on New Credit Facility and capital leases ...........sssecessesseceeseeectenseneeees 
Inferestontsepatatess uDOrd inated INOLES see sme tere eee een nee ranen terre 
Cash taxes? Oe ee Re hee cece eee ee tee Bee La PS 
Distributable Cash (USS eee ree ete eee ate en ee mena: 


UeSt exchange rate chasis cen sks ee 


Destribidable Cash (CS) Anan seciget om oues. osteo etek See eas 


Summary of Cash Distributions: 
Interest on Subordinated Notes forming part of IDSs (C$)......-::ecesessseeeeseeees 
Dividends on Common Shares forming part of IDSs (C$) .......csecesereeereeeeees 
Mividendsioni Classis hanesr( GS) ye eeetrere eer ce meee ne eee ree rere 
Dividends on Subordinated (Glass Bi Shares'(CS)\escsrecsesteerecscesseesecssstcecesscessse 
Total'Cash Distributions (ES) ess secrete rte nets rereereeree 


Excessiof Distnibutable Cash) (Ci) scesmeessrecnceeteeesteestetececemeareesreetatercas ors heres 


Total Cash Distributions per IDS (C$): 
Interest omsubordinated INGLES (CG) pererecemeseest seem teenie rte eos aeas tat eeereee ene 
Dividend oi Common share (@S) ewesesccsreesssestseesse tetas tee nee eee 
Total Distribution per IDS (CS)? ai Se ee ee 


Isstedtandoutstand itis WD SS seeecsees-see testes eee er cevennseene voce astesseeneaeerereee eer 


Dividends per Class C Shares (C$): 
Preferential: Dividend iiccc..vev-ccsseaseestorzcossoetusvececes sce csurvasese sans convecewvensvansuseevceeenssees 
Residival Dividends seseccenecocvsssess cctecsseccuercearecesveccothteuscnvecevorsststeaeteetsscateriecversteee 
Total Cash Dividend farses saree setecstcecrasrertetestoes ties oe aeaeee eetecraseeressenesaaeanenee 


Issuediand Outstanding Glass! Ci SHAnesierscc-cceceecesecessceseesrasecsrerscacccerenresorcsvceenced 


Dividends per Class B Share (C$): 
Preferential Dividend 
Residual Dividend Aivacoccca a coectte as trsertevsssttcrmsesesneucttedsyseetressteravtet cissevreestorer 
Total Cash Dividend 


Issued and Outstanding Glass Bishateseeracststoreesensosccescsetersers reser rcaretier.corcasererse 


Notes: 
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13-Weeks Ended 19-Weeks Ended 
January 1, 2006 January 1, 2006 
(unaudited) (unaudited) 
(in thousands of US dollars, except share amounts and as indicated) 
$ 17,716 $ 24,828 
36 (195) 
(109) (169) 
(1,565) (2,571) 
(982) (1,469) 
(1,844) (2,632) 
ilk pey 17,792 
1.1849 1.1840 
15,702 21,066 
3,871 5,701 
1,629 2,400 
6,455 9,509 
524 5G) 
12,479 18,382 
$ RPE} $ 2,684 
0.1936 0.2852 
0.0814 0.1199 
0.2750 0.4051 
20,000,000 20,000,000 
0.1229 0.1811 
0.0814 0.1199 
0.2043 0.3010 
31,585,671 31,585,671 
0.1229 0.1811 
0.0814 0.1199 
0.2043 0.3010 
2,962,529 2,562,529 


(1) Adjusted EBITDA and Distributable Cash are not recognized measures under GAAP and do not have 
standardized meanings prescribed by GAAP. Therefore, Adjusted EBITDA and Distributable Cash may not 
be comparable to similar measures presented by other issuers. See “Definitions of EBITDA, Adjusted 
EBITDA and Distributable Cash” and “Reconciliation of Net Earnings to EBITDA and Adjusted EBITDA”. 
Management believes that Adjusted EBITDA is an important supplemental measure in evaluating the 
Company's and/or the Issuer's performance and is the appropriate measure from which to make adjustments 
to determine Distributable Cash. 


(2) Cash taxes are based on the total cash taxes paid in the period less taxes paid related to the period prior to the 
2005 Acquisition. 


(3) U.S. exchange rate (US$ per C$) is the weighted average exchange rate of the distributions for the period. 


(4) The Issuer has declared distributions of C$0.4051 per IDS cumulatively since closing the initial public 
offering on August 19, 2005 (19-week period ended January 1, 2006). These distributions represent an 
effective annual rate of C$1.10 per IDS. Distributions on IDSs are paid on a monthly basis to the 
securityholders of record on the last business day of the previous month. 


NFL Holdings has three classes of issued and outstanding common shares. All of the Class A common shares 
of NFL Holdings (20,000,000 issued and outstanding) are held by NFI Cumulatively, dividends of C$0.1262 
per share have been declared for the 19-week period ended January 1, 2006. These dividends are subject to 
withholding taxes of 5%, resulting in payment to NFI of C$0.1199 per share for the 19-week period ended 
January 1, 2006. The net cash dividend received by NFI on the Class A common shares of NFL Holdings is 
utilized to fund the dividend on the common share component of the IDS distributions. 


New Flyer Transit L.P. and management, through New Flyer LLC, (the “Existing Investors”), hold all of the 
issued and outstanding Class B and Class C common shares of NFL Holdings. Each Class B common share 
and Class C common share is entitled to a preferential dividend and residual dividend. The preferential 
dividend is equivalent to the interest on the subordinated debt component of the IDS distribution on a tax- 
adjusted basis. The residual dividend is equivalent to the dividend on the common share component of the 
IDS distribution. For the 19-week period ended January 1, 2006, the Company has declared preferential and 
residual dividends totaling C$0.3010 per Class B and Class C common share. Dividends are declared on a 
quarterly basis for Class B common shares and on a monthly basis for the Class C common shares. Dividends 
on the Class B common shares and Class C common shares held by New Flyer Transit L.P. are calculated in 
Canadian dollars, but paid in U.S. dollars at a rate of 1.2038 US $ per C$. 


Currency Impact on the Company's Reported Results 


The Company's financial statements are presented in U.S. dollars. New Flyer operates in both the 
United States and Canada and, as a result, its combined reported results are impacted by fluctuations in the 
exchange rate between the Canadian dollar and the U.S. dollar. These fluctuations can represent a significant 
component of the variations in reported results from one period to the next. 


The currency mix of cash flows and earnings depends on the geographic source of orders for heavy- 
duty transit buses, production, other costs and other factors which vary from period to period. During fiscal 
2005, 30.7% of the Company’s revenue was denominated in Canadian dollars compared to 13.3% in fiscal 
2004, representing an increase of 121.6% in Canadian dollar-denominated revenue. Canadian dollar- 
denominated operating costs remained relatively stable at 20% and 25% during fiscal 2005 and fiscal 2004, 
respectively. As a result, the Company generated net Canadian dollar cash inflow in fiscal 2005. The 
Company’s order book position consists of 26.4% of Canadian dollar-denominated revenue and therefore the 
Company expects to continue to generate a net Canadian dollar cash inflow in fiscal 2006. 
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The Company has an active hedging strategy to minimize the effects of foreign currency 
fluctuations. In accordance with this strategy, as at January 1, 2006 the Company has maintained the cross- 
currency interest rate swap entered into in August 2005 and has entered into forward foreign exchange 
contracts to sell C$23.9 million, with settlement dates ranging from January 2006 to January 2007. However, 
as actual future revenues, expenses and resulting cash flows may vary from management’s estimates, there 
can be no assurance that the Company’s hedging strategy will mitigate the impact of foreign exchange 
fluctuations on operating results and cash flows. 


Basis of Financial Presentation 


2005 Acquisition 


As a result of the 2005 Acquisition, the financial statements of the Company for the first 33-weeks of 
fiscal 2005 are those of THI, and the financial statements for the last 19-weeks of 2005 are those of NFL 
Holdings. 


Accordingly, this MD&A for the Company's fiscal 2005 results has been derived from the following 
combined financial information: 


¢ Fiscal 2005 — Audited consolidated financial statements of operations and cash flows of the 
Company for the 19-week period ended January 1, 2006 and the audited consolidated statements 
of operations and cash flows of THI for the 33-week period ended August 18, 2005. 


See “Unaudited Combined 2005 Financial Information”. 


The acquisition of THI has been accounted for using the purchase method. The fair values of the 
identifiable assets and liabilities acquired have been based on management’s best estimates and valuation 
techniques as at August 19, 2005. The cash purchase price of $62.3 million and non-cash consideration 
consisting of Class B and Class C common shares of $277.3 million was allocated to the assets and liabilities 
of THI at August 19, 2005 as follows: 
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August 19, 2005 Acquisition / After Purchase 
Transit Holdings Purchase Accounting in 
(US dollars in thousands) Inc. Accounting NFL Holdings 
Assets Acquired 
Cassia eireccr eerie eee eer organ $ 11,176 $ = $11,176 
ACCOUNTS PECElV al) Gee ee 48,390 — 48,390 
Inventories. cae eee ee T2157 9,311 (1) 81,468 
Prepaid expenses and deposits................0+ 7,695 19] (11) 7,886 
Property, plant and equipment................... 26,006 6,064 (111) 32,070 
Deferred charves=n034 feo 1,580 — 1,580 
Intangible assetsn 2a see ee 198,659 191,241 (iv) 389,900 
Goodwill pe ee ee eee ee 93,610 107,473 (v) 201,083 
Derivative financial instruments.................. jedi —_ ibys 
$460,030 $314,280 $774,310 
Liabilities Assumed 
Accounts payable and accrued liabilities..... 177,902 6135) (vi) 126,551 
Deterred Tevenuice toe ee 15,691 — 15,691 
Provision for warranty COStS ...........:.:sceee 19,675 — 19,675 
Accrued benefit liability eae hecsstee sree 1,888 1,400 (vii) 3,288 
Obligations under capital lease............0.0... 1,662 —_ 1,662 
Future income tax liabilities... ee 31,423 88,827 (vili) 120,250 
Long-term debits se ere rere errr 147,632 — 147,632 
395,873 38,876 434,749 
Net assets acquitted! seer eee $ 64,157 $275,404 $339,561 


The purchase accounting adjustments as at August 19, 2005 are summarized as follows: 


(1) Inventories have been increased by $9.3 million to estimated fair value. 


(ii) Prepaid expenses and deposits have been increased by $191 thousand to estimated fair value. 


Intangibles have been increased by $191.2 million to estimated fair value. Intangibles principally 
represent the values of patents and customer relationships, in the amount of $88.2 million and $170.9 
million, respectively, that will be amortized over the remaining lives of those intangibles, and trade 


After allocating the cost of the purchase to identifiable assets and liabilities, goodwill was increased by 
$107.5 million to the total of $202.0 million. No amount of this goodwill is expected to be deductible 


Accounts payable and accrued liabilities have been decreased by $51.4 million to estimated fair value, 
which represents the reduction in stock-based compensation liability in exchange for Class B and C 


Accrued benefit liability related to the defined benefit pension plan has been increased by $1.4 million 


(iii) Property, plant and equipment have been increased by $6.1 million to estimated fair value. 
(iv) 
names in the amount of $130.8 million with an indefinite life. 
(v) 
for tax purposes. 
(vi) 
common shares of NFL Holdings. 
(vil) 
to estimated fair value. 
(viii) 


Future income tax liabilities have been increased by $88.8 million to estimated fair value. 
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Subsequent to the acquisition of THI the following assumed amounts were paid: 


(US dollars in thousands) 


Share-based compensation Habilityeasames. tee: ee eee ee $17,146 
Contractnalidebt-breakageviee metre a ee ee es ee ee 3,443 
Manasement tee anreement termination payment. seers. eens teres eto e cee 5112 
PL Treiman rat LE es i Nee er ree ree ae rt ae eer ee 35229 
Tene yrnN Wa a Pei ore ane ee Eo eo centihc ww iamdeenns Aacctwtieneowd 2290 

$54,226 


Of the $23.1 million of expenses related to the acquisition, $13.9 million was recorded as deferred 
financing costs, and will be amortized over 4 to 15 years based on the term of the related debt as interest 
expense, and $7.5 million was charged directly against share capital of NFI for a net increase in share capital 
of $66.3 million. This amount was invested in NFL Holdings by NFI upon acquisition of all of the Class A 
common shares of NFL Holdings. The remaining $1.8 million of the acquisition related expenses was charged 
against the earnings in the period immediately prior to the 2005 Acquisition. 


In course of the the preparation of the Company’s annual accounts and year end audit, it was 
confirmed that the transaction expenses relating to the Offering were $1.8 million in excess of the amount 
deducted from the proceeds of the Offering received by the Existing Investors. Following closing of the 
Offering, management determined that the Company was left with over $16.5 million of excess working 
capital that the Existing Investors could have withdrawn prior to the closing of the Offering. The additional 
transaction expenses were effectively paid out of this excess working capital in accordance with the intentions 
of the parties at the time. Based on confirmation of the foregoing by management and parties involved in the 
transactions related to the Offering and a detailed consideration of the circumstances, a committee of 
independent and disinterested board members authorized the Company to waive the requirement under the 
Offering transaction agreements that the Existing Investors retmburse the Company the additional transaction 
expenses. 


2004 Acquisition 
As a result of the acquisition of the Company on February 27, 2004 (the “2004 Acquisition”), the 
financial statements of the Company for the last 44 weeks of fiscal 2004 are those of THI, and the financial 


statements for the first 9 weeks of fiscal 2004 are those of NFIL Holdings Corp. 


Accordingly, this MD&A for the Company's fiscal 2004 results has been derived from the following 
combined financial information: 


* Fiscal 2004 — Audited consolidated financial statements of operations and cash flows of THI 
for the 44-week period ended January 2, 2005 and the audited consolidated statements of 


operations and cash flows of NFIL Holdings Corp. for the 9-week period ended February 27, 
2004. 


See “Unaudited Combined 2004 Financial Information”. 
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Fiscal and Interim Periods 


The Company's fiscal year is based on four 13-week production periods. The following table 
summarizes the number of weeks in the fiscal and interim periods presented for the Company: 


Period from Period from 
January 3, 2005 December 29, 2003 
to January 1, 2006 to January 2, 2005 
(Fiscal 2005) (Fiscal 2004) 
Period End Date # of Weeks Period End Date # of Weeks 
Quarter | April 3, 2005 13 ’ April 4, 2004 14 
Quarter 2 July 3, 2005 13 July 4, 2004 13 
Quarter 3 October 2, 2005 13 October 3, 2004 13 
Quarter 4 January 1, 2006 13 January 2, 2005 13 
Fiscal year January 1, 2006 ow January 2, 2005 53 


Results of Operations 


The Company's operations are divided into two business segments: bus manufacturing operations 
and aftermarket operations. The discussion below with respect to revenue, operating costs and expenses and 
earnings from operations has been divided between the bus manufacturing and aftermarket operations 
segments. 


Fiscal 2005 Fiscal 2004 
(unaudited) (unaudited) 
(US dollars in thousands) 
RE VENiUe ie a cccaesctactes Neal trace etree ee $ 590,804 $ 616,991 
Barnings from operations nar one eee ee 29,016 48,738 
Earnings before interest and income taxeS...............600 39,028 S5.018 
Earmings before InCOme taxes. 2 cae ee ete 410 20,107 
Net (loss) earnings forthe periods ee (13,851) 8,903 


Revenue 


The consolidated revenue for fiscal 2005 of $590.8 million decreased 4.2% from the consolidated 
revenue for fiscal 2004 of $617.0 million. 


Revenue from bus manufacturing operations for fiscal 2005 was $537.4 million, a decrease of 6.2% 
from $572.8 million in fiscal 2004. This decrease is attributed to an 18.3% reduction in deliveries in fiscal 
2005 compared to fiscal 2004, offset by an increase in the average bus selling price due to a change in product 
sales mix. New Flyer lowered production rates in the last half of fiscal 2004 and has maintained these 
production rates during fiscal 2005 to meet industry demand. Management estimates that the Company’s 
market share has remained stable at 36% during both fiscal 2005 and fiscal 2004. Management believes that 
the reduction in industry demand in the United States is largely the result of the temporary deferral of bus 
purchases by municipalities and local transit authorities due to budgetary constraints at state and local levels. 
Management expects that this deferral of bus replacements will continue into 2006, but should lead to an 
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increase in demand in the years to come because ridership trends and government funding support the 
replacement and growth of the active fleet in both the United States and Canada. The increase in average bus 
selling price is attributed to product mix and rising material costs that have been passed on to customers. 


The revenue from aftermarket operations in fiscal 2005 was $53.4 million compared to $44.2 million 
in fiscal 2004, which represents a growth of 20.8%. This growth rate is comparable to growth in prior years as 
New Flyer buses continue to represent a larger share of the active installed fleet in the combined United States 
and Canadian market. In addition, the deferral of new bus purchases as discussed above, contributes to higher 
demand in the aftermarket business as customers maintain older fleets. 


Operating costs and expenses 


The consolidated operating costs and expenses for fiscal 2005 of $545.6 million decreased by 1.4% 
from fiscal 2004 consolidated operating costs and expenses of $553.2 million. 


Operating costs and expenses from bus manufacturing operations consist of direct contract costs, 
manufacturing overhead and selling, general and administrative expenses. The operating costs and expenses 
from bus manufacturing operations for fiscal 2005 were $484.5 million compared to $513.6 million in fiscal 
2004, a decrease of 5.7%. The 2005 Acquisition and 2004 Acquisition were accounted for using the purchase 
method, which resulted in $9.3 million and $6.3 million, respectively, of excess purchase price allocated to 
inventory as a fair market value adjustment. These adjustments for fiscal 2005 and fiscal 2004 were charged 
to bus manufacturing operating costs and expenses. Excluding these charges, bus manufacturing operating 
costs and expenses for fiscal 2005 and fiscal 2004 were $475.2 million and $507.3 million, respectively, 
which would have meant a decrease of 6.3% year over year. The reduction in bus manufacturing operating 
costs and expenses in excess of the bus revenue reduction is due to productivity gains. 


The operating costs and expenses from aftermarket operations amounted to $43.1 million in fiscal 
2005 compared to $35.4 million in fiscal 2004, representing an increase of 21.7%. This growth in expenses 
corresponds to the revenue growth between periods. 


Unallocated operating costs and expenses consist of management fees, stock-based compensation 
expense, and other miscellaneous charges (recoveries). In fiscal 2005, unallocated operating costs and 
expenses were $18.0 million compared to $4.2 million in fiscal 2004. The increase of $13.8 million is 
primarily due to the charges related to the termination of a management agreement and a transaction fee 
payable to Harvest Partners, Inc. and Lightyear Capital LLC, and the settlement of management’s options, 
incurred as a result of the 2005 Acquisition. 


Amortization 


The amortization charges for fiscal 2005 in the amount of $17.0 million increased by 37.6% 
compared to charges of $12.4 million in fiscal 2004. The amortization charges for fiscal 2005 on plant and 
equipment were $5.1 million, compared to $4.9 million in fiscal 2004. Amortization charges decreased in 
fiscal 2005 due to the reduction in the asset base that resulted from the sale of the St. Cloud facility in October 
2004, offset by the increase in amortization charges in fiscal 2005 as a result of the fair value adjustment to 
property, plant and equipment of $6.1 million at the time of the 2005 Acquisition. The amortization of 
definite-life intangible assets of $11.9 million in fiscal 2005 increased by $4.4 million compared to $7.5 
million of amortization in fiscal 2004 as a result of the fair value adjustment to definite-life intangible assets 
of $191.2 million at the time of the 2005 Acquisition. 
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Realized foreign exchange (gain) loss 


Foreign currency fluctuations can represent a significant component of the variations in the 
Company's reported results from one period to the next. In fiscal 2005, as a result of generating net cash 
inflow of an appreciating Canadian dollar, the Company recognized a net realized gain of $0.8 million due to 
these fluctuations compared with a $2.7 million net realized loss in fiscal 2004. 


Earnings from operations 


The consolidated earnings from operations for fiscal 2005 in the amount of $29.0 million (4.9% of 
revenue) decreased 40.5% compared to earnings from operations in fiscal 2004 of $48.7 million (7.9% of 
revenue). 


The earnings from bus manufacturing operations for fiscal 2005 were $52.9 million compared to 
fiscal 2004 earnings of $59.2 million (9.8% and 10.3%, respectively, of bus manufacturing revenue). This 
reduction in earnings is attributed primarily to the charge in fiscal 2005 related to the fair value adjustment to 
inventory at the time of the 2005 Acquisition and to higher amortization charges in fiscal 2005. 


The earnings from aftermarket operations of $10.3 million (19.3% of aftermarket revenue) in fiscal 
2005 increased by 16.8% compared to fiscal 2004 earnings of $8.8 million (20.0% of aftermarket revenue). 
This increase is attributed to higher sales volumes, as gross profit and operating costs, as a percentage of 
revenue, were consistent between these two periods. 


The consolidated earnings from operations in fiscal 2005 have been impacted unfavorably by the 
increase of $13.8 million in the unallocated costs compared to fiscal 2004. This increase consists primarily of 
the charges related to the termination of a management agreement and a transaction fee payable to Harvest 
Partner, Inc. and Lightyear Capital LLC and the settlement of management’s options, incurred as a result of 
the 2005 Acquisition. 


Unrealized foreign exchange (gain) loss 
Unrealized foreign currency gains or losses arise from the revaluation of the Canadian dollar- 
denominated long-term debt and forward foreign exchange contracts. In fiscal 2005 the Company recognized 


a net unrealized loss of $4.7 million compared to a net unrealized loss of $0.2 million in fiscal 2004, 
consisting of the following: 


Fiscal 2005 Fiscal 2004 
(US dollars in thousands) 
Revaluation of Canadian dollar-denominated long-term debt....... $ 4,942 Symela7 


Unrealized (gain) loss on forward foreign exchanges contracts... 218 


7 
$4,724 $214 


The unrealized loss in fiscal 2005 primarily relates to the Canadian dollar denominated subordinated 
notes of NFI ULC forming part of the IDSs and separate subordinated notes of NFI ULC that mature in 2020. 
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Business disposition expenses 


In fiscal 2005, the Company recorded $1.8 million in business disposition expenses related to the 
2005 Acquisition. As these costs were non-recurring and outside of the normal operating costs of the 
Company, they have been recorded outside earnings from operations. The business disposition expenses of 
$13.4 million recorded in fiscal 2004 relate to the 2004 Acquisition. 


Earnings before interest and taxes and other items (EBIT) 
In fiscal 2005 the Company recorded earnings before interest and taxes of $39.0 million compared to 


an EBIT of $35.0 million in 2004. Earnings before interest and income taxes have been impacted by non- 
recurring charges and non-cash items as follows: 


Fiscal 2005 Fiscal 2004 


Non-recurring charges: (US dollars in thousands) 


Pairwaluemadjustmentto imventoryrtecs. ecto e-ce te eee So. 093314 59 86;518 
Business CISpOSitiOn EXPENSES’ sent eee Get eee er a 1,758 13,395 
Management and (ransactiOn 1CeS wes sau eee ine con eeteson eee ae 9,315 1,506 
Stock=basecicompensationiwn fee eee chee ee ae 8.726 2,617 
‘otabnon-tecuirmp: Charves aa Gerretse ies ten eee ee eee cette se 29:110 23,831 

Non-cash charges (recovery): 
Fair value adjustment to other liabilities, Class B and Class C shares. (16,637) = 
intealized foreigncexchanee LOSS 22 sets er ctse = tase seeecee nes eeecee vas 4,724 214 
AMOTEZ ALON 2h Macave eco cauceh Aare teeta tose tsi raeraeeaie sed seubeieeendes 16,999 12,354 
Total non-cash char Ges ig, vasy.cccoversaec ce teccoat nro te canteen os aaa ceeded eonnenseas 5,086 12,568 
$34,196 $__ 36,399 


The fiscal 2005 earnings before interest and taxes include the non-recurring charges related to the 
fair market value adjustment to inventory of $9.3 million and business disposition expenses resulting from the 
2005 Acquisition of $1.8 million. Similarly, the 2004 Acquisition resulted in charges related to the fair market 
value adjustment to inventory and business disposition expenses of $6.3 million and $13.4 million, 
respectively. Additionally, the fiscal 2005 and fiscal 2004 results have been impacted by stock-based 
compensations of $8.7 million and $2.6 million, respectively, and management and transaction fees of $9.3 
million and $1.5 million, respectively. Both the stock-based compensation and the management and 
transaction fees ceased after the 2005 Acquisition. 


A fair value adjustment to other liabilities, Class B and Class C common shares, was recorded and 


resulted in a recovery of $16.7million, representing a reduction in value of Class B and Class C common 
shares of $1.3 million and $15.4 million, respectively. This adjustment reflects the current fair market value of 
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the Class B and Class C common shares calculated in accordance with the provisions of the securityholders 
agreement governing NFL Holdings. The unrealized foreign exchange loss in fiscal 2005 was $4.7 million 
compared to $0.2 million in fiscal 2004. Amortization charges increased by $4.6 million in fiscal 2005 
compared to fiscal 2004. 


Absent these non-recurring charges and increases in non-cash charges, fiscal 2005 EBIT would have 
been $73.2 million (or 12.4% of revenue) compared to $71.4 million (or 11.6% of revenue) in fiscal 2004. 


Interest expense (including distributions on Class B and C common shares) 


The interest expense for fiscal 2005 totaled $38.6 million compared to $14.9 million in fiscal 2004. 
The difference in interest expense is due to the change in the Company’s capital structure as a result of the 
2005 Acquisition and 2004 Acquisition, including the issuance of Class B and Class C common shares and 
the related distributions. 


Earnings before income taxes (EBT) 


Earnings before income taxes for fiscal 2005 were $0.4 million compared to EBT of $20.1 million in 
2004. The reduction in earnings between years is a result of the non-recurring costs, non-cash charges and 
increased interest costs as described above. 


Income taxes 


The income tax expense for fiscal 2005 was $14.3 million, which was primarily due to the one-time 
impact of the 2005 Acquisition over and above the Company’s statutory rate of 37.8%. The Company 
recorded income tax expenses of $11.2 million in fiscal 2004, which represents an effective tax rate of 56.3%. 
The combined statutory rate for fiscal 2004 was 37.0%; however, there were substantial non-deductible costs 
associated with the 2004 Acquisition, which increased the effective tax rate. 


Net earnings (loss) 


The Company recorded a net loss of $13.9 million for fiscal 2005 compared to net earnings of $8.9 
million during fiscal 2004. 


Liquidity and Capital Resources 


The Company's current liquidity requirements have been met with a revolving credit facility and 
cash. The Company has a $40.0 million revolving credit facility, which is undrawn as at January 1, 2006. As 
of January 1, 2006, the Company had cash of $21.4 million resulting in total liquidity of $61.4 million. 


As a result of the contract solicitation process in the bus manufacturing industry, bus purchase 
contracts are customer-specific and contain varied terms and conditions, including terms relating to the timing 
of payments made under such contracts. As such, the Company’s accounts receivable are not always 
consistent or predictable, which may result in the Company drawing on its revolving credit facility in order to 
meet its working capital requirements. 
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Commitments and Contractual Obligations 


Commitments 


New Flyer’s commitments and contractual obligations, as at January 1, 2006, principally include 
obligations associated with outstanding indebtedness, lease obligations, and guarantees under certain 
contracts. 


Total 2006 2007 2008 2009 2010 Post 2010 
($US in thousands) 


Seniortern loaner ee eters nee erate $ 90,000 $ — $ — $ — $ 90,000 $ — § — 
Subordinated Notes included in IDS issue............ 95,099 — —_— — — — 95,099 
Separate Subordinated! Notes tervcsces-c-c-ce-eereeeeseee 28,633 — — - — — 28,633 
Capital \eases seen neater ere ee nee 4,176 985 809 682 507 488 705 
Operating leases ane ener eee 37,104 _2.426 1,998 2,034 2,071 e735) 26,842 


$255,012 $3,411 $2,807 $2,716 Sevres APATITES 


The senior credit facility (consisting of a secured revolving credit facility of up to $40 million, a, 
letter of credit facility of up to $50 million and a $90 million secured term loan facility (the “New Credit 
Facility”)), subordinated notes of NFI ULC forming part of the IDSs, and the separate subordinated notes of 
NFI ULC contain certain restrictive covenants, the more significant of which relate to a fixed charge ratio, 
debt ratios, and capital expenditures. If the Company fails to meet these or any other restrictive covenants, the 
Company's creditors could accelerate the loans, thereby making all amounts owed immediately due and 
payable. 


Contractual Guarantees 


Through the normal course of operations, the Company has indemnified the surety companies 
providing surety bonds required under various contracts with customers. In the event that the Company fails to 
perform under a customer contract and the surety companies incur a cost on a surety bond, the Company is 
obligated to repay the costs incurred in relation to the claim up to the value of the bond. The Company's 
guarantee under each bond issued by the surety companies expires on completion of obligations under the 
customer contract to which the bond relates. To management's knowledge, the Company has never had a 
surety bond drawn. The estimated maturity dates of the surety bonds outstanding at January 1, 2006 range 
from November 2006 to January 2008. At January 1, 2006, outstanding surety bonds guaranteed by the 
Company amounted to $35.0 million. The Company has not recorded a liability under these guarantees as 
management believes that no material events of default exist under any contracts with customers. 


Under the senior credit facility, the Company has established a letter of credit facility of $50 million. 


As at January 1, 2006, letters of credit amounting to $11.5 million remain outstanding under the letter of credit 
facility as security for the following contractual obligations of the Company: 


(US dollars in thousands) 


ollateral.io Secure Operating LAciity IGASCS tte de. cusne sx ssncasysopstss api ocapspees ar oteaeoraane $ 223 
Collateral to Secure Surety TaCuit eS xc sozets acs Pepe coes cc acsh oeeettinans «-edteaioxsaesonipsenassevuasinectons 8,958 
Collateral to secure customer performance gUaraNntees...........s..c0csesceeceseressescsececesenees 656 
Collateral in support of self-insured workers’ compensation obligations.............+++. 1,381 
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As at January 1, 2006, management believes that the Company is in compliance in all material 
respects with all applicable contractual obligations and management has not provided for any costs associated 
with these letters of credit. 


Cash Flow 


The cash flows of the Company are summarized as follows: 


Fiscal Fiscal 
2005 2004 
(unaudited) (unaudited) 


(US dollars in thousands) 


Cash (outflow) inflow from operating activities............. as (10,255) $ 23,744 
Cash inflow from financing activities ............cccsceeeeeeees 82,267 232,051 
Cash outflow from investing activities... (53,181) (251,191) 


Cash flows from operating activities 


The fiscal 2005 net operating cash outflow of $10.3 million is primarily the result of net cash losses 
before working capital changes of $22.2 million and a payment of $9.1 million of withholding taxes related to 
the period prior to the 2005 Acquisition, offset by a reduction in working capital investment of $21.0 million. 
The net cash operating inflow in fiscal 2004 of $23.7 million resulted from net cash earnings before working 
capital of $18.8 million and a reduction in working capital investment of $4.9 million. The reduction in cash 
income between years is primarily due to increased cash interest and income taxes resulting from the 2005 
Acquisition. 


Cash flow from financing activities 


The financing activities provided net cash inflow of $82.3 million in fiscal 2005 compared to $232.1 
million in fiscal 2004. 


The 2005 Acquisition provided $113.6 million of cash as follows: 
IN The Company issued shares to capitalize the Company with $66.3 million; 


2: The Company issued debt of $208.8 million and incurred debt issuance costs of $13.9 
million providing net cash inflow of $194.9 million; and 


38 Existing debt in the amount of $147.6 million was repaid. 


Excluding the cash inflow related to the 2005 Acquisition, financing activities resulted in a cash 
outflow for the fiscal 2005 of $31.3 million, which consisted of repayments of capital lease obligations of $4.2 
million (including the exercise of the purchase option on the Crookston facility), repayments of senior debt 


prior to the 2005 Acquisition of $25.4 million and dividend payments of $1.7 million to NFI and the Existing 
Investors. 


In 2004, the cash inflow from financing activities of $232.1 million resulted from $282.7 million 
from the 2004 Acquisition less $49.0 million in repayments of senior debt and a $1.1 million repayment of 
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capital lease obligations. In addition, the Company incurred costs in the amount of $0.5 million to amend the 
credit agreement to reduce the senior borrowing rate by 0.75%. 


Cash flow from investing activities 


Fiscal 2005 investing activities resulted in a net cash outflow of $53.2 million consisting primarily of 
$51.1 million related to the 2005 Acquisition and $2.3 million for property, plant and equipment acquisitions. 
In fiscal 2004, the cash outflow from investing activities was $251.2 million. Of this amount, $265.9 million 
related to the 2004 Acquisition. The remaining cash inflow of $14.7 million consisted of the proceeds from 
the sale and leaseback of the St. Cloud manufacturing plant and capital expenditures in the normal course of 
operations. 


Financial Instruments and Other Instruments 


The Company's financial instruments consist of cash, accounts receivable, deposits, accounts payable 
and accrued liabilities, obligations under capital lease, long-term debt and other liabilities, Class B and Class 
C common shares. The carrying value of cash, accounts receivable, deposits, accounts payable and accrued 
liabilities approximates their fair value due to the short-term maturities of these instruments. The carrying 
amount of obligations under capital leases approximates fair value. The carrying value of the senior term loan 
approximates fair value because the interest rate is variable. All other debt of the Company bears interest at 
fixed rates, and the fair values as at January 1, 2006 have been estimated based on future projected cash flows 
as follows: 


Carrying Amount Fair Value 

(US dollars in thousands) 
Subordinated Notes forming part of IDSS............:.0sssecssecseessnceseenss $ 95,099 $ 95,389 
SE DAld bop SUDOLCINIALCCIN OlCS sure cecete cero coterie tm och ries ce once rnerserety ee 28,633 28,720 


The Company is exposed to interest rate risk with respect to adverse changes in the LIBOR rate on 
the senior term loan. As at January 1, 2006, the Company has a cross-currency interest rate swap maturing in 
2009 with a notional principal amount of C$108.0 million bearing interest at 7.13% to manage this risk. The 
changes in fair value of the interest rate swap, net of settlement costs, were recorded in the fair value of the 
cross-currency interest rate swap caption in the statement of operations for fiscal 2005 in the amount of $0.7 
million. The fair value of the cross-currency interest rate swap has been recorded on the consolidated balance 
sheet in the item “derivative financial instruments liability” in the amount of $0.1 million as at January 1, 
2006. 


The Company is exposed to foreign exchange risk on accounts receivable, accounts payable and 
accrued liabilities and obligations under capital lease denominated in Canadian dollars. The Company does 
not hold financial instruments for speculative or trading purposes and has not elected to apply hedge 
accounting to its derivative financial instruments. 


The Company's financial instruments exposed to credit risk include cash, accounts receivable, and 
derivatives. The Company places its cash with commercial institutions of high creditworthiness. Accounts 
receivable primarily comprise amounts due from large, well-established transit authorities in the United States 
and Canada, and as such, management believes that the Company’s accounts receivable credit risk exposure 
is limited. Additionally, the U.S. federal government funds a substantial portion of the U.S. customer 
receivables. The counterparties to the Company's derivatives are significant financial institutions. The 
Company could be exposed to losses in the event of non-performance by the counter party. However, credit 
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ratings and concentration of risk of the financial institutions are monitored on an ongoing basis. Management 
believes the credit risk exposure is limited. 


Critical Accounting Estimates 


A summary of significant accounting policies is included in note 2 to the Company's consolidated 
financial statements for the period ended January 1, 2006. Critical accounting estimates require management 
to make certain judgments and estimates, some of which may be uncertain. Changes in these accounting 
estimates may have an impact on the financial results of the Company. Details of the critical accounting 
estimates are discussed below. 


The Company values its inventory on a first-in, first-out basis at the lower of cost and net realizable 
value. The process for determining the appropriate inventory obsolescence provision requires management to 
take into consideration factors such as inventory aging, planned consumption of raw materials in the near 
term, and the future demand for the inventory. A change in these assumptions could impact the valuation of 
inventory and have an impact on operating costs and expenses and net earnings. 


The Company records an allowance for doubtful accounts related to accounts receivable that may be 
potentially impaired. The allowance is based on the Company's knowledge of the financial condition of its 
customers, the aging of the receivables, current business environment and historical experience. A change to 
these factors could impact the estimated allowance and the provision for bad debt expense recorded in 
operating costs and expenses. 


Goodwill and intangible assets having an indefinite life are not amortized but are tested for 
impairment, at least annually. Management applies a fair-value-based test to the carrying value of 
indefinite-life intangible assets and goodwill. A goodwill or intangible asset impairment charge would be 
recorded if the amount of the carrying value of goodwill or indefinite-life intangible assets exceeds the fair 
value of the respective assets. 


The Company also carries intangible assets that are comprised of patents and customer relationships 
that have definite lives. These intangibles are amortized over their estimated useful lives of 13 to 17 years. 
Management judgment is required to determine the useful life of the intangible assets and, where it is believed 
to be required, an impairment provision is provided if the carrying amount of the asset is not recoverable and 
exceeds its fair value. The useful life of between 13 and 17 years is determined by reviewing the term of the 
patents and the history of the customer relationship. 


Products sold as part of the bus manufacturing and aftermarket segments are accompanied by 
warranties for equipment, parts and service. Warranty cost is recorded when revenue for the underlying 
product is recognized. The cost is estimated based on a number of factors, including the historical warranty 
claims and cost experience by customer, the type and duration of warranty coverage and the nature of 
products sold. The Company reviews quarterly its recorded product warranty provisions and any adjustments 
are recognized to earnings. Warranty expense is recorded as a component of operating costs and expenses. 


The accrued benefit liability for the Company's defined benefit pension plan is determined based on 
a number of assumptions, such as expected return on assets and discount rates. The Company manages the 
underlying defined benefit pension plan by meeting with the actuarial consultants and the fund manager on a 
regular basis and reviewing periodic reports outlining the return on pension assets relative to the market and 
assessing the sufficiency of those assets relative to the actuarially determined liabilities of the plan. The 
Company ensures that certain assumptions provided by the actuarial consultant, such as expected return on 
pension assets, are consistent with the market in general. Assumptions are reviewed on an on-going basis and 
adjustments are made whenever management feels that conditions have materially changed. 
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The Company follows the asset and liability method of accounting for income taxes. Future income 
tax assets are recognized only to the extent that management determines it is more likely than not that the 
future income tax assets will be realized. At January 1, 2006, the Company had approximately $0.9 million in 
non-capital losses carried forward in the U.S. available to reduce taxable income in future years. The 
Company has not recorded a valuation against the future tax asset associated with these losses carried forward 
or other future tax assets. Any changes in management's assessment of the likelihood of realizing the future 
tax asset will directly impact future income tax expense and therefore net earnings. 


The Company is involved in legal proceedings and other claims arising in the normal course of 
business. Management believes that the Company maintains an appropriate level of insurance coverage. 
Management must use judgment to determine whether or not a claim has any merit, the estimated amount of 
the claim and whether to record a provision, which is dependent on the potential success of the claim. 
Management does not believe that any liability that may arise from the current claims will have a material 
adverse impact on the financial condition of the Company. 


Recent Changes in Accounting Standards and Policies 


Impairment of Long-lived Assets 


Effective January 1, 2004, the Company adopted the provisions of CICA Handbook Section 3063, 
“Impairment of Long-lived Assets”. Under this Section, long-lived assets are tested for impairment when 
events or circumstances indicate that they are not recoverable, by comparing the estimate of future 
undiscounted cash flows to the carrying amount of the assets or group of assets. The Company reviews the 
recoverability of long-lived assets at least annually or whenever events or changes in circumstances indicate 
that the carrying amounts may not be recoverable. The Company did not record any impairment loss as a 
result of the adoption of the new standard. 


Asset Retirement Obligations 


Effective January 1, 2004, the Company adopted the provisions of CICA Handbook Section 3110, 
“Asset Retirement Obligations”. The standard provides guidance for the recognition, measurement and 
disclosure of liabilities for asset retirement obligations and the associated asset retirement cost. The standard 
applies to legal obligations associated with the retirement of a tangible long-lived asset and applies to 
obligations for both lessors and lessees in connection with leased assets. Under the standard, the fair value of 
liabilities for asset retirement obligations is recognized in the period they are incurred. A corresponding 
increase to the carrying amount of the related asset is recorded and amortized over the life of the asset. The 
obligations are accreted to full value over time through charges to income. The Company has determined that 
there is an immaterial impact on its consolidated financial statements as a result of adopting this standard. 


Future Changes to Accounting Standards 

The following recently issued accounting pronouncements represent a summary of the 
pronouncements that are likely to, or may at some future time, have an impact on the Company. 

Financial Instruments — Recognition and Measurement, Handbook Section 3855 

Section 3855 prescribes when a financial asset, financial liability or non-financial derivative is to be 


recognized on the balance sheet and at what amount, in certain instances using fair value and in others using 
cost-based measures. It also specifies how financial instrument gains and losses are to be presented. 
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Section 3855 applies to interim and annual financial statements relating to fiscal years beginning on or after 
October 1, 2006. Earlier adoption is permitted only as of the beginning of a fiscal year ending on or after 
December 31, 2004. The Company plans to adopt this standard for its 2007 fiscal year or earlier. Transitional 
provisions for this Section are complex and vary based on the type of financial instrument under 
consideration. The Company is currently evaluating the impact of adopting this standard. 


Comprehensive Income, Handbook Section 1530 


Section 1530 introduces a new requirement to temporarily present certain gains and losses outside 
net income. Section 1530 applies to interim and annual financial statements relating to fiscal years beginning 
on or after October 1, 2006. Earlier adoption is permitted only as of the beginning of a fiscal year ending on or 
after December 31, 2004. The Company plans to adopt this standard for its 2007 fiscal year or earlier. 
Financial statements of prior periods are required to be restated for certain comprehensive income items. In 
addition, an enterprise is encouraged, but not required, to present reclassification adjustments in comparative 
financial statements provided for earlier periods. The Company is currently evaluating the impact of adopting 
this standard. 


Hedges, Handbook Section 3865 


Section 3865 establishes standards for when and how hedge accounting may be applied. Hedge 
accounting is optional. This Section applies for interim and annual financial statements relating to fiscal years 
beginning on or after October 1, 2006. Retroactive application is not permitted. Earlier adoption is permitted 
only as of the beginning of a fiscal year that ends on or after December 31, 2004. The Company is currently 
evaluating the impact of adopting this standard. 


Disclosure Controls and Procedures 


The Company maintains disclosure controls and procedures designed to ensure that the information required 
to be disclosed in reports filed or submitted under applicable securities legislation is accumulated and 
communicated to management, including the Chief Executive Officer and Chief Financial Officer, as 
appropriate, to allow timely decisions regarding required disclosure. 


In accordance with Multilateral Instrument 52-109, “Certification of Disclosure in Issuers’ Annual and 
Interim Filings”, management carried out an evaluation, under the supervision and with the participation of 
management, including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the 
disclosure controls and procedures as of the end of the period covered by this report. Based on that evaluation, 
the Chief Executive Officer and Chief Financial Officer concluded that, except for a weakness in controls over 
the analysis and reporting of the Company’s income tax provision, the Company’s disclosure controls and 
procedures were effective as of January 1, 2006 to provide reasonable assurance that information required to 
be disclosed is recorded, processed, summarized, and reported within the time periods specified by applicable 
securities legislation. Management is committed to improving its processes to address the weakness referred 
to above which related primarily to the complexity of the Company’s new capital structure. Errors in the 
income tax provision resulting from this weakness which were identified in the course of the year end audit 
have been corrected so that the income tax provision is fairly stated in the financial statements. 
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Unaudited Combined 2005 Financial Information 
Combined Statement of Operations for the 52-Weeks Ended January 1, 2006 


The combined statement of operations for the 52-week period ended January 1, 2006 has been 
prepared from the audited consolidated statement of operations of the Company for the 19-week period ended 
January 1, 2006 and from the audited consolidated statement of operations of THI for the 33-week period 
ended August 18, 2005. 


NFL Holdings THI 
19-Weeks Ended 33-Weeks Ended Fiscal 
January 1, 2006 August 18, 2005 2005 
(unaudited) 
(US dollars in thousands) 
REV GRU C pment Cee eee ere ee eon See ecare seenene aces $ 208,948 $ 381,856 $ 590,804 
Operatin pa cosisyand expenses seer ree eee 193,926 351,689 545,615 
Amortization 8,630 8,369 16,999 
Foreign exchange gain (495) (331) (826) 
BAIN S SuLOm OPCLALl ONS se eeteceee creer ee ee eee 6,887 22,129 29,016 
Unrealized foreign exchange loss (gain) on non-current 
monetary items and forward foreign exchange contracts 
ER recreate ae aerien ge ets ae een 4,826 (102) 4,724 


Fair value adjustment to other liabilities, Class B and 
(GlaSsiG@ COMMONS WALES fectectecesseseccserasteeessecvactecoserwantesrere (16,637) — (16,637) 
Loss (gain) on disposition of property, plant and equipment 


ee ee Pe eaters tat ssnece area stata codtvca bettcaeeelsescsns 159 (16) 143 
Business disposition ex (jenSeSreracaea-cescccecsececacecsescveeoceasrctece = 1,758 1,758 
Earnings before interest and income taxes ...........::seeeeee 18,539 20,489 39,028 
Interest expense, including distribution on Class B and 

Glass\ Gicomimon ShAaresitesccsctesceesensscsx-csscsnsrsceessosaseseowess 17,844 20,774 38.618 
Barmiim gsi (loss) DE fOre INCOME tAXCS cecersvere-scu-tsrsssssorasvecnessst 695 (285) 410 
MUCOMMENCAXES) (TEC ON CIN) mecsrescveenecsnen.cocmeestsneerepceroeerarteqeveckerss (10,383) 24,644 14,261 
Netieammim es (IOS) sesceres coeectvascatescsscserecsvnsessesssseessvescassssscnasves See O78 See 42 13,851) 
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Combined Statement of Cash Flows for the 52-Weeks Ended January I, 2006 


The combined statement of cash flows for the 52-week period ended January 1, 2006 has been prepared from 
the audited consolidated statement of cash flows of the Company for the 19-week period ended January 1, 
2006 and from the audited consolidated statement of cash flows of THI for the 33-week period ended August 
18, 2005. 


NFL Holdings THI 
19-Weeks Ended 33-Weeks Ended Fiscal 
January 1, 2006 August 18, 2005 2005 
(unaudited) 
(US dollar in thousands) 
Operating activities 
INet:earmings (lOSS))c-cfccesceseecesssseneeseccecoceoucucssssereasiovesceveetrereveeserasees $ 11,078 $ (24,929) $ (13,851) 
Ttems notiattectingcashieaeccsnsesscesesovttvccsseretieescore ceteer somes sterourereraseeh (16,150) 9,156 (6,994) 
Defined benefit jundin creer ee eee eee 539 (803) (1,342) 
(5,611) (16,576) (22,187) 
Withholding taxes patie 2:cccccsescscssonescnesesecensssassnacesvestovseesscuresraessceek (9,111) — (9,111) 
Changes in non-cash working capital items ..............seeseseseseeeseseeeees (259395) 46.438 21,043 
Operating cash: flOWS\scucs-scceeest cates nerccoreccosrs ests cxavercer ne serieceacouase eet (40,117) 29,862 (10,255) 
Financing activities 113,274 (31,007) 82,267 
INVEStin@ACtIVICLES sear iss ee eee cere w cee aneeteneey mene eee (51,780) (1,401) (53,181) 
INGticash:milow:(OutilOwW) eee eieree eee eee ete ee eee BS DIST $ (2,546) SaaS 837 
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Unaudited Combined 2004 Financial Information 
Combined Statement of Operations for the 53-Weeks Ended January 2, 2005 


The combined statement of operations for the 53-week period ended January 2, 2005 has been 
prepared from the audited consolidated statement of operations of THI for the 44-week period ended January 
2, 2005 and from the audited consolidated statement of operations of NFIL Holdings Corp. for the 9-week 
period ended February 27, 2004. 


44-Weeks Ended 9-Weeks Ended Fiscal 
January 2, 2005 February 27, 2004 2004 
(unaudited) 
(US dollars in thousands) 
FRE VSINIC Smee sders oes se eccre eee tetanic ve ose csweneataae eidaas Meee tact once wos xe eeeeasee $ 530,094 $ 86,897 $ 616,991 
Oneratine costs andliexpensesmureseeans eee trea ane teer nee ers 474,335 78,892 553,227 
PAOD AAV AETUT GS ep recotes coors csctoc tion cip roe EEE EEREE CATER EP EEC PEUCET EEC Perce eRe MEST VAY 12,354 
Borel satexchangerlossi (gallina nesses cee cee ene cere ee 239) (267) 2,672 
Barinine sarona operations mee ecererec ccscesreeecerereeetteeecerteccae-seeresceeessceeress 41,243 7,495 48,738 
Loss (gain) on disposition of property, plant and equipment................ 116 — 116 
Unrealized foreign exchange loss (gain) on non-current monetary 
items and forward foreign exchange Contracts ............sesecsssesecsesesesneee 165 49 214 
BUSIMESSICISPOSIUIOM CX[CNSCStecseexsets tees eceet pemeestenetre carers ecesmrascteer 656 WAS) 133395 
Earnings (loss) before interest and INCOME taXES .........:.eeseeseeeeeeeneeeees 40,306 (5,293) 35,013 
INtENEST! EXPENSE: cscoverssphesseracavessacewesscovssssvossavarstvicesnuoeauaessevcsssstessrosseonsss 14,100 806 14,906 
Bakiines (OSS) DELOre AMCOMEIANCS eeerreerere sesteces eee ec ser snceaearee nteceracesse 26,206 (6,099) 20,107 
[ayer na VS Pa Coistis eens eee reser cer eer Pere CeCere PROPER OaCn Re rcee eee eee 10,145 1,059 ___ 11,204 
INetiearmin es) (LOSS) ee eecetercrtt ner scvesexesturcanectanesessesororacteacksecuecssestarteesecerese 16,061 $ (7,158) 8,903 
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Combined Statement of Cash Flows for the 53-Weeks Ended January 2, 2005 


The combined statement of cash flows for the 53-week period ended January 2, 2005 has been prepared from 
the audited consolidated statement of cash flows of THI for the 44-week period ended January 2, 2005 and 
from the audited consolidated statement of cash flows of NFIL Holdings Corp. for the 9-week period ended 
February 27, 2004. 


44-Weeks Ended 9-Weeks Ended Fiscal 
January 2, 2005 February 27, 2004 2004 
(unaudited) 


(US dollars in thousands) 


Operating activities 


Netiearmnings: (loss):seccreomerereeerstert cere reer reece eee ee $ 16,061 $ (7,158) $ 8,903 
Items not aflecting: Castictectsxccecctceesereeee eet etree eee eee 9,019 1,904 10,923 
Defined benefit funding etescccresee sees escteresssceceucerccecseceseersme terre teeternce eee 854 173 (1,027) 
24,226 (5,427) 18,799 
Changes in non-cash working capital items ..............sesecessesesseseseeseseeeeeesees 8,060 (3,115) 4,945 
Operating: Cash BOWS acc.<csace-se-cenccsccassseo’ ccenescvovasssea sonsnresesteeoserssereceasszostece 32,286 (8,542) 23,744 
Fin aNCin G ACHVILIES sceccxece sess eseeeeees teeter cere ree ee 232,291 (240) 232,051 
Investing activities. 25 .ci-3-.cec fares ceeceneeoee tere cars ecencorenetors an aaee ue eases (250,855) (336) (251,191) 
Net cashflow: (Outflow) iccssscssetteecttrer seers eecsceese eee eee $ 132022 118 $ 4,604 
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AUDITORS’ REPORT 


To the Shareholders 
New Flyer Industries Inc. 


We have examined the balance sheet of New Flyer Industries Inc. as at January 1, 2006 and the statements of 
operations and retained earnings and of cash flows for the 29-week period then ended. These financial statements 
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the 


Company as at January 1, 2006 and the results of its operations and its cash flows for the 29-week period then 
ended in accordance with Canadian generally accepted accounting principles. 


heloith 45 eee 


Chartered Accountants 


Winnipeg, Manitoba 
March 21, 2006 


Member of 
Deloitte Touche Tohmatsu 


Balance Sheet 
Statement of Operations and Retained Earnings 
Statement of Cash Flows 


Notes to Financial Statements 


NEW FLYER INDUSTRIES INC. 
BALANCE SHEET 
As at January 1, 2006 


(in thousands of U.S. dollars except per share figures) 


Assets 

Current 

Caastha dec scsid isiea ash beut sc eegp bests eden es Sites ADs IO eee een $ 143 

Due from related parties (note 6): s5cc55 sesnscc cee ta cater eens eer ee cece capt s tees ke eee ere eee ent eer 36,927 

Prepaid s..z svedicecsagasasactadeetesdscdeeep atten asees eta te teaes cunsse ete toe ees sec tates vaca ener RC ae Pe Bae Rea ere etre coer 74 

Investmentin New Flyer Holdinoss Inc: (mote:S)) Sc eee renee teaser eet eae cee eee oe SIS 23a 

5117379 

Liabilities 

Current 

Due to:related parties (mote:6)) cc iccccc2.cetectuseet tata ctanesteesbaccuensecescmee ste ances eee aden ee eeeece ea eee ace eee $ 36,626 

Dividends payable sisiscxsaslcdcevecganconedatceseat tee eee ea tear ene a ae eC On Bre ee a 4G? 
oe SUES 

Shareholders' Equity 

Share capital (note 4) -.3..c(acccpistexstne ceotapedeesncesclaveamentecreakeonte cei se cues ture or co ete ean ste ee hese ae eee oe eee 66,320 

Retained earnings . 2, i:5s<sscceheccasclls oe acto is eis Faces ake eee Ee ee ___-8,966 
Le WD WORNG 
S123 


The accompanying notes are an integral part of the financial statements. 


NEW FLYER INDUSTRIES INC. 
STATEMENT OF OPERATIONS AND RETAINED EARNINGS 
For the 29-week period from incorporation on June 16, 2005 to January 1, 2006 


(in thousands of U.S. dollars except per share figures) 


Income from equity accounted investment 
NRE Stati CONLIN ees fee eric s ees erent enim he Fd Settee GA vie OS OAS ees cteh cat tant et cssart 
Gesmetal anceacminliStratly G XP COSC ces cet ac sck tect tessa ates nave Mayen ane a ee ete 
eOKet Tex C Mat 26 Palin: Seen eet i tee, comodo y esaNs ie RIO ne «EERE CR te SL RE 


PAacii@ sie LOte mNCOMeNtaK CS) 6s eee. eens ee eae nea hee, staat spte ms cece don te bco. ae RNS 
RRHOOER ea LANGeX PELISCy | TLOLCES) area sete rter ene crear fa cmeeseneeeeea cot mer eany seca sar aes ceeeen Pace teeeanemas nner eeeeetee nee 
ONG SETA TGR Care NEN fe: a0 li ae ae tons ns Aa ee eee cr ne ae er ec ee 
RetAIIeC CALM SS OSM UMTS Ol PPCTEOG og cctses ces abicces tees Seas ad esate indeed states a2 ee sos oad saveerma to ene 
PVRS CHOI ASICRCC ALCL Ye teers es Rete ce rem ae ne eae rts wag, Rn Eee sneha chet anatre Ae cea nema Goat teat ean eee dae 


FR GLAM NG AL TMU Sia CRN Ok POSTEO racoae ce areca cen sao. fone eae eecset an basesnnsoetapnsn vs eieesto cts deusdeene es taaeavseon Ans uaak 
Neteanmiies per.snare (Dasic and diluted) ieee t2c.cecvseresa esses cconse.ucucsesenstuaeadeaasaexetvssinorences spechdareeteneverce 


The accompanying notes are an integral part of the financial statements. 


$——B8,966 
See BL 


NEW FLYER INDUSTRIES INC. 


STATEMENT OF CASH FLOWS 
For the 29-week period from incorporation on June 16, 2005 to January 1, 2006 


(in thousands of U.S. dollars except per share figures) 


Cash provided by (used in) 
Operating activities 


Netearmings for the: periods cr. tac ccs cece neste ene ean on ees oe ce eer ee ER 5 LOT 

Income from equity accounted investmentsc..-e.c-e cee eee eee eee eee ee (11,078) 

Changes: in non-cash working capital balances <x rscs tetas ester eee cee ee ene ee Sas elles: bie) 
wae. 50) 


Financing activities 


SHare ISSUANCE Sess atastescecessnct ees ee eee eee ee eee nee eee 73,787 
SHAE ISSUANCE COSTS *rcscessh cc hee ducovenseseet eet cccs coe nee ee eRe eC TTC aC TE eee ee (7,467) 
Dividers Dean vcs caass rex epee oss Sa Ripa: ROR ec cst tReet oe ee ___ (1,588) 
—__ 64,732 
Investing activities 
Investmentan iNew Flyer Holdin sic iy eee eeteot eeeet geese pies eee ee ee (66,320) 
Dividends recetyed from New Flyer Holdings, ImnGicccsee:<.<.. cence tees neers eee ee ee eee 
—_{64,648) 
Tre ase nn Casha ssecek Ser ncemncses es aee epee e ee Re etek co eee meee RR Sema een 143 
Cash — beginning of period irc coset eee ee a 
Cash — end of peridd jiccccccc3ssclj ee ee ee ee Seas 


The accompanying notes are an integral part of the financial statements. 


NEW FLYER INDUSTRIES INC. 
NOTES TO FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


BASIS OF PRESENTATION 


New Flyer Industries Inc. (“NFI” or the “Company”) was incorporated on June 16, 2005 under the laws of the 
Province of Ontario. New Flyer Industries Canada ULC (“NFI ULC” and together with NFI, the “Issuer”) 
was incorporated on June 22, 2005 as an unlimited liability corporation pursuant to the laws of the Province of 
Alberta. The Issuer, pursuant to an underwriting agreement dated August 12, 2005, filed a prospectus dated 
August 12, 2005 (the “Prospectus’’) for an initial public offering (the “Offering’”’) of income deposit securities 
(“IDSs”) of the Issuer. The Offering was completed on August 19, 2005. Each IDS consists of one common 
share (“Common Share”) of NFI and C$5.53 principal amount of 14% subordinated notes (“Subordinated 
Notes”) of NFI ULC. In connection with the Offering, NFI ULC also issued, on a private placement basis, 
C$33,300 aggregate principal amount of separate subordinated notes (“Separate Subordinated Notes’). The 
Issuer used the net proceeds of the Offering and the private placement of Separate Subordinated Notes to 
acquire 100% of the Class A common shares (“Class A Shares”) of New Flyer Holdings, Inc. (“NFL 
Holdings”) and for other transactions described in the Prospectus. NFL Holdings is a company incorporated 
on June 21, 2005 under the laws of the State of Delaware. NFL Holdings, in turn, acquired a 100% interest in 
Transit Holdings, Inc. (“THI”) and its subsidiaries through (i) NFL Holdings acquiring the majority of the 
outstanding shares and warrants of THI (ii) THI purchasing for cancellation a portion of the existing THI 
options and (111) New Flyer Transit L.P. (the “Continuing Investor”) exchanging its remaining shares and 
warrants of THI upon expiry of the over-allotment option into shares of NFL Holdings. THI subsidiaries 
include NFI ULC, New Flyer of America Inc. (“NFAI’) and 1176846 Alberta ULC (“AB ULC’). 


SIGNIFICANT ACCOUNTING POLICIES 

The financial statements of NFI are prepared in accordance with generally accepted accounting principles in 
Canada and are presented in U.S. dollars, representing the functional currency of the Company. The following 
is a summary of significant accounting policies of the Company: 


Fiscal period 


NFI’s fiscal year is based on four 13-week quarters, which are consistent with the period ends of NFL 
Holdings, as follows: 


Quarter Period End Date Weeks in the Period 
Quarter | = = 
Quarter 2 July 3, 2005 3 
Quarter 3 October 2, 2005 13 
Quarter 4 January 1, 2006 a le 

29 


NEW FLYER INDUSTRIES INC. 
NOTES TO FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SIGNIFICANT ACCOUNTING POLICIES (continued) 
Investment in New Flyer Holdings, Inc. 


The Company’s investment in NFL Holdings, as described in note 1, has been determined to be an investment 
in a variable interest entity (VIE) under Canadian Institute of Chartered Accountants Guideline No. 15 
“Consolidation of Variable Interest Entities” (AcG-15). Through its ownership of the Class A Shares, NFI 
holds a 51% voting interest and a 36.9% economic interest in NFL Holdings. As NFI does not hold the 
majority economic interest in NFL Holdings, NFI is not the primary beneficiary (as that term is defined in 
AcG-15) of the VIE, and therefore, NFL Holdings is not consolidated by NFI. As a result, NFI accounts for 
its investment in NFL Holdings using the equity method of accounting whereby the investment is initially 
recorded at cost and the carrying amount adjusted thereafter by NFI’s 100% share of post acquisition earnings 
of NFL Holdings, which include deductions for distributions on the Class B common shares and the Class C 
common shares of NFL Holdings held by the Continuing Investor and New Flyer LLC. Dividends received or 
receivable from NFL Holdings reduce the carrying value of the investment. 


Foreign currencies 
Amounts denominated in a foreign currency are translated to U.S. dollars as follows: 


e Monetary balances, including cash, due to related parties and dividends payable, at the period end 
exchange rate. 


e Non-monetary balances, including the investment in NFL Holdings, at the exchange rate prevailing at the 
date of transaction. 


e Exchange gains or losses on translation of foreign currencies are included in net earnings. 
Income taxes 


The Company uses the asset and liability method of accounting for income taxes. Under this method, future 
income tax assets and liabilities are recognized for temporary differences between the accounting and tax 
bases of the Company's assets and liabilities, and are measured using substantively enacted tax rates that are 
expected to be in effect when the differences are settled. The effect of the changes in income tax rates is 
recognized in the year in which the rate change is considered substantively enacted. The income tax provision 
represents income taxes paid or payable for the current year plus the change in the future income taxes during 
the year. A valuation allowance is provided against future income tax assets when it is more likely than not 
that all or some portion of the future income tax assets will not be realized. 


INVESTMENT IN NEW FLYER HOLDINGS, INC. 


Investment in Class A Sharesic.cc cei ce erence ec dee ee $ 66,320 

Income from equity investnent forthe period cers eae crea eee 11,078 

Dividewn s acdisic.sseasiceoyiatacc stoic taeda ee a (2163) 
$3235 


NEW FLYER INDUSTRIES INC. 
NOTES TO FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SHARE CAPITAL 

Authorized 

Unlimited Common Shares 

Issued 

20,000,000 Common Shares $66,320 


The Company issued one common share for nominal cash consideration on June 16, 2005. On August 19, 
2005 this share was repurchased for cancellation at the amount issued. 


On August 19, 2005, the Company issued 20,000,000 common shares for cash consideration of $73,787. 
Share issuance costs of $7,467 were incurred and charged to share capital. 


The weighted average number of shares outstanding for the period that was used in the calculation of basic 
and fully diluted earnings per share is 13,600,000. 


During the period from June 16, 2005 to January 1, 2006, the Company declared dividends of $2,055 to the 
holders of Common Shares. 


INCOME TAXES 


The reconciliation of income tax attributable to continuing operations, calculated at the statutory rates, to 
income tax expense is as follows: 


Panis DelOhe MICOLIe LAKES ss. em, bay. tan ae he 1 er eee cass aes ee meee aaa aa $ 11,129 
Combined StannitOry Cale we ke ecard onc ciagis oats ance 7 va Aeonun hr aemonase ahah ianen ap aE 30.1% 
4,018 

Non-taxable immcome from equity accounted investment. .0.......-.05...2s-uscsseseasoneverauieenn (3,999) 

Benet On CEcmuictibler SHaAce ISSUC COSTS, kr as.cr.<tia sty > odes Oise oe cece aes Sec oe eee eter (198) 
Va ALL OMPAl LO WALlCe sera aeaten. ct onan at Meare orgie not ve nwo tcieeeits shi ctiabeesioneceers Semmrnmth ths 179 
W ithboidine taxon dividends from NV Holdings... ya.c ne. sa.nie cadens vewan~cineeony sneer ee LOS 
poe oS 


NEW FLYER INDUSTRIES INC. 
NOTES TO FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


INCOME TAXES (continued) 


The Company has a loss carry-forward of $499 generated during the 29-week period ended January 1, 2006, 
which may be applied against future taxable income. The right to claim this loss expires in 2011. In addition, 
for tax purposes, the Company has undeducted share issuance costs in the amount of $6,925. The loss carry- 
forward and the undeducted share issuance costs resulted in a future income tax asset of $2,682. Annually, the 
Company reviews the likelihood of realization of the future benefits of the loss carry-forwards. In 
management’s opinion the criteria for recording a future tax asset has not been met. Therefore, the future tax 
asset resulting from the temporary differences and loss carry-forward has not been recognized in the financial 
statements. 


RELATED PARTY TRANSACTIONS 


The following related party balances occurred as a result of the August 19, 2005 acquisition transactions: 


Due from related parties: 


New. Flyer Industries (Canada .UIL Gare een eee $ 24,503 
New: Flyer off America, Uns 235 .cc.stcc corse cp ese ss ot eee __12,424 
e356 927 
Due to related parties: 
New Fiver Holdings, [nics cheers, <zesce ccorcenes oo vec teste ener ne 78 
J ransit- Holdings, Ime ces sccecc ses oc sae esr cer ee ee ee ane nee ee __ 36548 
—__ 36,626 
pee BEST 


All related party balances are non-interest bearing and have no terms of repayment. 
GUARANTEES 


The Company indemnifies its directors and officers against claims and damages that may be incurred in the 
performance of their services to the Company. Liability insurance has been purchased with respect to the 
Company’s directors and officers. 
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AUDITORS’ REPORT 


To the Shareholders 
New Flyer Holdings, Inc. 


We have examined the consolidated balance sheet of New Flyer Holdings Inc. as at January 1, 2006 and the 
consolidated statements of operations and retained earnings and of cash flows for the 19-week period then ended. 
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 


of the Company as at January 1, 2006 and the results of its operations and its cash flows for the 19-week period 
then ended in accordance with Canadian generally accepted accounting principles. 


Neate Sua e 


Chartered Accountants 


Winnipeg, Manitoba 
March 21, 2006 


Member of 
Deloitte Touche Tohmatsu 
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NEW FLYER HOLDINGS, INC. 
CONSOLIDATED BALANCE SHEET 
As at January 1, 2006 


(in thousands of U.S. dollars except per share figures) 


Assets 
Current 
Cash and cash equivalents sic ii; 0 csecccectnc ccesetesascecee Aece ee taeent ence aesee ne ee oe ee ene ce S$ 20,377 
Accounts recetyable (mote) is.:scccexccsceccncses supcotsssctaatelescncseeen et eRe aa nee cs 47,520 
Trvertories: (ote: 5) icascc. dic cnsesdachas ctor coae sows tes os oDesk (ae eos eae Se eS oe ee ree ne 73,021 
Prepaid expenses and deposits 2... ercccs-css sacsueds soecce eee eee ae cae tene an soe veee see tere nearer een eo 8,117 
Future income tax assets (note 14) iec.icsccact ess teccesrece ce oarees eerste te ere = SER 
| 161,847 
Property, plant and equipment (Ole 6) re. 20 seas eccce nec -ce screen cece seen eee arc 32,269 
Deferred charges (mote:7) cao scpccco-setceac ces n ey hace cen eset et eae 13,442 
Intangible assets (note: 8) 25.2. cisccc oe: -cuas cee tsenecs eee re eee eaa ote ete ee eee 383,699 
Future income tax assets: (motes! io ec.cccicxnccoccesnersoates et ctte cee eee cae cece ee eee BS so7 
Good will (note: 3) soccescccvacace canes cssepsiet sen cotc oes eta sete caesar inca epee oe ee = 201083: 
$825,672 
Liabilities 
Current 
Accounts payable and:accrued Iiabilitics 2 .2sps ccee eter eee rae ee ce eee $ 89,743 
Due to parent company (mote 17) 5 sx. ees acns spe secee reeset ee sae eae tee ee 301 
Deferred revenue 2 cous sciiesevisuse sac oo aise eaew sec aa ie ess cao Rees esc ee ae see 17,922 
Provision fOr Warranty COStSs;,..vsrecgticcete vcssoveatorc, soos secetoteee soe eee eae eanee eo anaes ere = Sa eae 19,158 
Current portion of obligations under capitalilease Gacte 9), 22s... eee ee jee 810) 
127,934 
Accrued benefit liability (note: 8) 2: reso 2a creme ea cree eee rca ee 3,201 
Obligations ander capital lease, (mote 9) 227k ee 2,820 
Future income tax liabilities (note 14 255525 o evn ac ese eee ee ee 141,951 
Long-term debt (mote: 10) mci iascsccadect soesecconsnere acess pue een acetate See ee PAIRS 
Derivative financial instruments (note 15) Fcc sc eceeee ee seers eee ee ee 149 
Other liabilities, Class B and Class C common shares (note 11)............ccccscesccsseseessessessceseesceseeseeseess 260,650 
——750,437 
Commitments and contingencies (note 19) 
Shareholders' equity 
Share capital (mote: (2) fovccac sone 05 casks ves ta aoe co eae eee ee 66,320 
Retained earnings. ....0:22.c.atuheeennre aes Ss ee ee SHAS) 
eRe RI) 
$825,672 


The accompanying notes are an integral part of the consolidated financial statements. 
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NEW FLYER HOLDINGS, INC. 
CONSOLIDATED STATEMENT OF OPERATIONS AND RETAINED EARNINGS 
19-week period from commencement of operations on August 19, 2005 to January 1, 2006 


(in thousands of U.S. dollars except per share figures) 


EC NICEIUEC es Sean noe ec er as ek re ec rss SERS Tet al eg cae a aoa ee coe ES $ 208,948 
Operating costs and: CXPenSeS: csr ea akan ernest OE ese eas ean cs Lee 193226 
AN TATTY HUA TTY ORO sa ote SU Se aR a ae ie me res Si eee eet ed WN eee 8,630 
UAT RS FEDS Ca VETTE esac aces ate eth ees Auli aa ea i ges eee ae Nihale FIPT Ane aie (495) 
IT eA IVETE S| PEQTIY OSCE ACLOUNS 3 rc geste crc Sa ere eee de se a ac oer oe Sei ae aurea Sc 6,887 


Unrealized foreign exchange loss on non-current monetary items and forward 


RRS ra TW. el WET SW SN Tid ety ee ee ee ee eer en 4,826 
Fair value adjustment to other liabilities, Class B and C common shares (note 1 1).................. (16,637) 
Loss on disposition of property, plant and equipment. ...................ccecceeceecceeeceeeeeeeeeeeeeseentenseeneens ey) 
EArmings DELOTE INTETESt ANC MACOMIC TAXES noe ccess -cnce cane sec asernnace soscuenscen-acheisoazecrnecaveancepene¥sieecansse 18,539 


Interest expense 


MILE LES Olm OLS CLIC OU central, Cima ered era es ete ec anen ts Re hc te 8,562 

PSA VOREEZ AAO Oly CE MET ey CUAL OC Stentor ace eeereee ose ae cae steers cee eee, Seer e catteee er eatane sere sence ee cera ceaee saree 480 
Oemntenest amd DAmktC MARC CS vam ee csa terre terse erecta acess atcastas GGisa ige Sean ines oe 100 
Fair market value adjustment on cross-currency interest rate swap (note 15)... cesses «dd: 
9,256 

Distubutions on Class B and Class C common Shates (note U1). .2.,.c.ccnsc-nceeeceseceeceesesereosecesseenee SSE 
__17,844 

Barnings before Come (AX XPOS C 55.2536 goes pans nnnensnagtasnscasncnansensecnauerssue evs venieneesteatyboeseonnceese 695 


Income tax expense (recovery) (note 14) 


CSURCOIME TCOTIIO: LARC Steen acct car cutee cin aera, are ety ar a atina Onin nae mami stains ity wana cebuaisdenaueres ee 3,400 
FViberre INCOM Vases LOCO VCH, see ee ceee te cte srre cet ec yer re eee ease gues ta erat saree hacen nee (13.783) 
= 010383) 
Net earnings for the period..................cccssssssssssssseseencsessessnescceneassesenserenetensetecssnestetototenseessasnecsctene 11,078 
Retained earnings — Beginning of period ...................ccc cece eeneteeereeeeeeeeeereeseneeseeseeeesenseeeeseeees — 
DEVIgeNs CCCIALEG {IOtC LZ) ee sate coec ancy due rcetepe na eve wea cts av spouts scxesed@esuearscmatamncevencenearsttnensobeusarsay sates eee OS) 
Retained earnings — End of period ................cccsccscseseessessssseseneseeseneserenenenensncaceresensnensssssnenaseneeees See 


The accompanying notes are an integral part of the consolidated financial statements. 
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NEW FLYER HOLDINGS, INC. 


CONSOLIDATED STATEMENT OF CASH FLOWS 
19-week period from commencement of operations on August 19, 2005 to January 1, 2006 


(in thousands of U.S. dollars except per share figures) 


Cash provided by (used in) 


Operating activities 
Net.eatnings for the period. ...csccciecsocscsneaseesheoes rceccneuvetatanses orunysetesneenevesde-esesese ath ene cen eenea vara came nee oe $ 11,078 
Amortization of plant anid equipment 25 .scsesccudecsi.t- snp ccceecost ees snsnoese<seoese€- segesesies cecatusinerens neeeeceeee saree 2,429 
Amortization of intangible aSSCtS. ieee. cccetscsceve uit hoon sees recane crease ones ree eae ae earn 6,201 
Amortization of deferred char gest... ..3.c:-zeiecsssseurtonncete seston ccc uredesese econ only a0 sakse beet ee ao eareae ete Eee 480 
Loss on disposition of property, plant and equipments... .< 0.2 cacecnouccessveste<cssererecessvesat-avedeuscn-senasertceess 159 
Future Income taxes TEGOVELY isac.<-choissaceeesences tae n che ssa ncauceten sun au artectapesisegsu/aavbentsese sens eaacsesnaniee <enereee ees (13,783) 
Defined benefit expense (OtG, 1S cots eseet cx sen ceus cee cena tec cete sec cec sees fae sees ne oceania aoe ert 317 
Unrealized @aim on derivatives 2, ccc. .acsucsezsxckceue eapceest tects cee ynees bees see evs e ace thas rasan Rs eee esac eden (142) 
Unrealized foreign exchange loss on non-current monetary items and forward foreign exchange 
COMA CTS 525. SN ae occas Recerca ae hk cot Se TE Se Pn a a coe cnn ene 4,826 
Fair value adjustment to other liabilities, Class B and C common shares (note 11)... (16,637) 
Defined benefit firmdimg (mote 18) see czcecs caseceseer ss sot ce cheese wc eee ene acre ca ee omer eee Aa Pedhsl)) 
Cash from operating activities before changes in non-cash working capital items .............:.::seeeeeeees (5,611) 
Withholding taxes paid s..ss:c..siu. 2. baceversonutace ec eeixa Meee t nna Aer Sot ner srncee te meena ste ee cee oe Oar era (9,111) 
Changes in non-cash working capital items (ote 13). cies ceec cose cee, to eea cen fe regese eee cess penser ee S295) 
(40117) 
Financing activities 
Proceeds from issue of lomp-terim GeDt ixkcccnccrcrces etter ee eee ce aa ee rer eee 208,769 
Repayment of long-terma debt: 2. (o/c. cco seccesecuces sce ope eabecee ate eee ree dene eet Uae Nene (147,632) 
Repayment of obligations under Capital lease cece sescccet ccs tee tan cutee oes eee ee eee ee (169) 
Deferred debt fimanciniy COStS xc ccttece-ssnceecoccausees eer eweees aN eee eee Oe CE ere (12,342) 
Share: ISSUANCE «5 éccss:cccgesuocdlecsecse Dsus desea eassedeaeea see tesa eoee eto Na see eee eee ee me 66,320 
Dividends paid :si.. .cvedecceeenssctwsenecesseseese bet cees cause capes te ae eecee se nee es ee tats ee aaa ve ne Te ed ee) 
AIS 294. 
Investing activities 
Acqursition of property, plant and @qipinenit 2 coc-<cce, ce eens tee oe cee rae eee eee ee eee (861) 
Net cash used in. acquisition (mote. 3 )c..2.-2ssesnccs-:tens-vetoaccccatsstveecss eee eee utes tees se ae arate ee (51,098) 
Proceeds on disposition of property, plant and €quipOIent acc scecesecee ener et eee eee me Pa ee 
IE 6S SPAN) 
Increase in cash and cash equivalents .c.<:Jcecccsatesccs cotta cee eee teense re OR Beye iT 
Cash and cash equivalents — beginning Of period .................:cccccccccsescscsessecesesesessneescscseseneeeeseseaenees A Sian 
Cash and cash equivalents — end of period... .....ccccissicsy.,1ecses caves ee per ee aie 
Supplemental disclosure of cash flow information 
Cash payments ofinterest.c2. csc) sacs Mecercines.- oer ne pects eee Eee eee $ 11,954 
Cash payments. of miComne TAKES £.. sscceccsscceac crete ccctdresteseteersseesastteees tree coats ese eee een L025 


The accompanying notes are an integral part of the consolidated financial statements. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


NATURE OF OPERATIONS AND BASIS OF PRESENTATION 


New Flyer Holdings, Inc. (“NFL Holdings” or the “Company”) was incorporated on June 21, 2005 under the 
laws of the State of Delaware. The Company had no operations prior to the August 19, 2005 transaction 
described below. 


These financial statements include the operations of the New Flyer business for the period from August 19, 
2005 to January 1, 2006. New Flyer is the manufacturer of the New Flyer branded heavy-duty transit buses. 
The business also includes aftermarket parts and service including the sale of bus parts. 


The consolidated financial statements are those of NFL Holdings together with its subsidiaries, Transit 
Holdings, Inc. (“THI”), New Flyer of America Inc. (“NFAI”’), New Flyer Industries Canada ULC (“NFI 
ULC”) and 1176846 Alberta ULC (“AB ULC’). 


August 19, 2005 transaction 


New Flyer Industries Inc. (“NFI’”’) was incorporated on June 16, 2005 under the laws of the Province of 
Ontario. NFI ULC (and together with NFI, the “Issuer”) was incorporated on June 22, 2005 as an unlimited 
liability corporation pursuant to the laws of the Province of Alberta. The Issuer, pursuant to an underwriting 
agreement dated August 12, 2005, filed a prospectus on August 12, 2005 for an initial public offering 
(the “Offering”) of 20,000,000 income deposit securities (“IDSs’’) of the Issuer. The Offering was completed 
on August 19, 2005. Each IDS consists of one common share (“Common Share”) of NFI and C$5.53 
principal amount of 14% subordinated notes (“Subordinated Notes”) of NFI ULC. In connection with the 
Offering, NFI ULC also issued, on a private placement basis, C$33,300 aggregate principal amount of 
separate subordinated notes (“Separate Subordinated Notes”). The Separate Subordinated Notes are identical 
in all respects to the Subordinated Notes represented by the IDSs, and were issued under the same indenture. 
Accordingly, holders of the Separate Subordinated Notes and holders of the Subordinated Notes represented 
by the IDSs vote together as a single class in proportion to the aggregate principal amount of the Subordinated 
Notes they hold. The completion of the offering of Separate Subordinated Notes was a condition of the 
Issuer's offering of the IDSs. 


NFL Holdings issued Class A common shares (“Class A Shares”) to NFI in the amount of $66,320 and, in 
turn, used the proceeds to acquire a 100% interest in THI and its subsidiaries through (i) NFL Holdings 
acquiring a majority of the outstanding shares and warrants of THI, (ii) THI purchasing for cancellation a 
portion of the existing THI options (“Existing Options”) with the remainder of the Existing Options addressed 
as described below, and (iii) New Flyer Transit L.P. (the “Continuing Investor”) exchanging its remaining 
shares and warrants of THI upon expiry of the over-allotment option into shares of NFL Holdings. The 
remainder of the net proceeds, plus certain amounts drawn under the Credit Facility (as defined below), were 
used to repay the existing indebtedness of THI and to pay certain other transaction costs. The former principal 
holder of shares and warrants of THI, being the Continuing Investor, together with New Flyer LLC 
(“NFL LLC”) acquired 100% of the Class B common shares of NFL Holdings (“Class B Shares”) and 100% 
of the Class C common shares of NFL Holdings (“Class C Shares”). 


An aggregate payout of $17,146 was made to the existing management optionholders (“Management 
Optionholders”) and the existing director optionholders (the “Director Optionholders”) to cancel a portion of 
the Existing Options. The remaining Existing Options of THI, held by Management Optionholders, were 
exchanged for options to acquire non-voting units of NFL LLC (the “New Options”). The New Options have 
a nominal exercise price and vested immediately after closing of the Offering (the “Closing”). The New 
Options effectively transfer the economic rights of Class B Shares and Class C Shares held by NFL LLC to 
the Management Optionholders. 


The acquisition of THI was accounted for using the purchase method. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


NATURE OF OPERATIONS AND BASIS OF PRESENTATION (Continued) 

Contemporaneously with the Closing, NFI ULC and NFAI entered into a senior credit facility (the “Credit 
Facility”) which provided a $90,000 secured term loan facility (fully drawn at Closing), a $35,000 secured 
revolving credit facility (undrawn at Closing) and a $45,000 letter of credit facility (drawn at $15,283 at 
Closing). Upon completion of the Offering and the related transactions, $147,632 was used to repay the 
amounts owing under THI's existing senior credit facility and certain other existing indebtedness. 
SIGNIFICANT ACCOUNTING POLICIES 

These consolidated financial statements of NFL Holdings are prepared in accordance with generally accepted 
accounting principles in Canada and are presented in U.S. dollars, representing the functional currency of the 
Company. The following is a summary of significant accounting policies of the Company: 


Basis of consolidation 


These consolidated financial statements include the accounts of the Company and its respective subsidiaries as 
disclosed in note 1. All significant intercompany transactions and accounts have been eliminated. 


Fiscal period 


The Company’s 2005 fiscal period is based on four 13-week quarters as follows: 


Quarter | — (a) 
Quarter 2 July 3, 2005 =-(a) 
Quarter 3 October 2, 2005 6 (a) 
Quarter 4 January 1, 2006 =A o£) 

2 oe 


a) As disclosed in note 1, the Company was incorporated on June 21, 2005; however, it commenced 
operations on August 19, 2005 upon the acquisition of THI. 


Use of estimates 


The preparation of consolidated financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 
amounts at the date of, and for the period of, the financial statements. Actual results could differ from those 
estimates. Estimates are reviewed on a regular basis and, as adjustments become necessary, they are reported 
in income in the periods in which they become known. The assets and liabilities which require management to 
make significant estimates and assumptions in determining carrying values include inventories, intangibie 
assets, goodwill, provision for warranty costs, accrued benefit liability and future income taxes. 


Revenue recognition 


The Company recognizes revenue when: 1) persuasive evidence of an agreement exists; 2) goods are 
delivered to the customer site; 3) the sales price is fixed or determinable; and 4) collection of the resulting 
receivable is reasonably assured. 


Proceeds received from customers prior to the revenue recognition criteria being satisfied are deferred on the 
consolidated balance sheet as deferred revenue. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Purchase accounting 

The Company uses the purchase method of accounting for business combinations. At the date of acquisition 
the purchase price is allocated to the fair value of the identifiable assets acquired and the liabilities assumed. 
The excess of the purchase price over the fair value assigned to identifiable assets and liabilities acquired is 
recorded as goodwill. 


Cash and cash equivalents 


Cash and cash equivalents include commercial paper investments with maturities of less than six months and 
other highly marketable investments. 


Inventories 


Inventories are stated at the lower of cost and net realizable value. Cost is determined on a first-in, first-out 
basis. 


Property, plant and equipment 


Property, plant and equipment is recorded at cost reduced by applicable investment tax credits, less 
accumulated amortization. Amortization is calculated at the following annual rates: 


SER CLAD AMC DULL Sal PRO VICLIRCINS cetera tet es et rcccreeoee-a.-Srapce eaee renee. cebte sce oepcnects 4% declining-balance basis 
NIACINET Ve ain CC UNTINET Urce-cs. me areas eee eet oe eee, emcees Kear nape 25% declining-balance basis 
Sta GMIS LALO DUISES erento atcen teen ty oshnn tote ia ccaee tach it aan e ate evarecdten ins sat, a 50% straight-line basis 

Gomaputeamard ware ancisOllWale cers terete sctee eee eee ee eee 30% declining-balance basis 
OTE CEsSCUID INCI eet Ae ee Pac ee ee er etek the. Pe clon 20% declining-balance basis 


Amortization of equipment under capital lease is provided for either on the basis and the rates as noted above 
or over the term of the capital lease. 


Leases of property, plant and equipment on terms that transfer substantially all of the benefits and costs of 
ownership are accounted for as capital leases. All other leases of property, plant and equipment are accounted 


for as operating leases. 


Deferred charges 

Deferred charges include expenditures related to the issuance of debt and directly associated with obtaining 
certain financing, including closing costs, professional fees and other related costs. Deferred charges are 
amortized on a straight-line basis over the term of the related debt as follows: 


PES EDC LURATHC LNG (COGS, pecatere eee sir eee arrays gute SAMs way ots beter rah ew Mecto cee ven sav ears nt Uautas 4—15 years 


Amortization of deferred charges is included in interest expense in the statement of operations. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SIGNIFICANT ACCOUNTING POLICIES (Continued) 
Definite-life intangible assets 


Intangible assets that are deemed to have a definite life are amortized using the straight-line method over the 
estimated useful lives of the assets as follows: 


PALMS «5.4: ccscescouocsccersenssshewwnseuasea srs anaunenOnoeteenroyelna ose siezsan et ence sete ties te eats ee ae eae ere ee ee 13 years 
Customer relationships :siczs-sccset-cvscvcrconevovesventpoosensniltecave cas otsavethans@sasnonaraorasentawasarsesyensvnaeriesseaz-adnares 17 years 


Indefinite-life intangible assets 


Intangible assets that are deemed to have an indefinite life are not amortized, but rather are tested for 
impairment on an annual basis. Should the carrying amount of the intangible asset exceed its fair value, an 
impairment loss would be recognized at that time. The New Flyer trade name intangible asset (note 8) has 
been deemed to have an indefinite life. 


Impairment of long-lived assets 


Long-lived assets are tested for impairment whenever the circumstances indicate that the carrying value may 
not be recoverable. When events or circumstances indicate that the amount of long-lived assets are not 
recoverable, the long-lived assets are tested for impairment by comparing the estimate of future undiscounted 
cash flows to the carrying amount of the assets or group of assets. If the carrying amount is not recoverable 
from these future expected cash flows, any loss is measured as the amount by which the assets' carrying value 
exceeds fair value. Recoverability is assessed relative to undiscounted cash flows for the direct use and 
disposition of the assets or group of assets. 


Goodwill 


Goodwill represents the excess of the purchase price over the fair value assigned to identifiable assets and 
liabilities acquired. The Company assesses annually whether there has been an impairment in the carrying 
value of goodwill based on the fair value of its reporting units. Should the carrying amount of the goodwill 
exceed its estimated fair value, an impairment loss would be recognized at that time and charged to the 
statement of operations. 


Warranty 


At the time of sale, a provision for warranty claims is recorded and charged against operations. This warranty 
provision is based upon management's best estimate of expected future warranty costs utilizing past claims 
experience. Actual warranty expenditures are charged against the provision as incurred. 


Foreign currencies 

Amounts denominated in a foreign currency are translated to U.S. dollars as follows: 

Monetary balances, including cash, accounts receivable, deposits, future income tax assets and liabilities, 
accounts payable and accrued liabilities, provision for warranty costs, accrued benefit liability, obligations 


under capital lease, and long-term debt, at the period end exchange rate. 


Non-monetary balances, including inventories, prepaid expenses, property, plant and equipment, deferred 


charges, intangible assets, goodwill and deferred revenue, at the exchange rate prevailing at the date of the 
transaction. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SIGNIFICANT ACCOUNTING POLICIES (Continued) 
Revenue and expenses, at the rate of exchange prevailing at the time of the transaction. 


Foreign subsidiaries, all of which are integrated, are accounted for under the temporal method. Under this 
method, monetary assets and liabilities are translated at the exchange rate in effect at the balance sheet date. 
Non-monetary assets are translated at historical rates. Revenue and expenses are translated at average rates for 
the period. 


Exchange gains or losses on translation of foreign currencies are included in net earnings. 
Financial instruments and derivative financial instruments 


The Company's financial assets and liabilities are initially recorded at the exchange amount of the related 
transaction, which is normally historical cost. When the carrying amount of a financial asset exceeds its fair 
value on a basis which is other than temporary, the fair value of the asset is recorded. 


The Company follows Emerging Issues Committee Abstract 128 — “Accounting for Trading, Speculative, or 
Non-Hedging Derivative Financial Instruments” (“EIC 128”). For derivative financial instruments that do not 
qualify for hedge accounting or are entered into for trading or speculative purposes, EIC 128 requires that 
these derivative financial instruments be measured at fair value, with changes in fair value recognized 
currently in net earnings. Under the Company's risk management policy, derivative financial instruments are 
used only for risk management purposes, not for generating trading profits. To the extent that a derivative 
financial instrument does not qualify for hedge accounting, changes in the fair value of derivative financial 
instruments are recorded in the net earnings. 


Employee future benefits 


The funded status of the defined benefit plan is based on the value of the pension plan's assets and an actuarial 
valuation of the plan's liabilities. Pension plan assets are measured at fair value as at the period end date. The 
determination of the accrued benefit liability for the pension plan uses the projected benefit method prorated 
on service, a market discount rate at the period end date and the expected long-term rate of return on plan 
assets based on long-term corporate bond rates. 


The pension expense for the defined benefit plan is a combination of the current service cost (the value of 
benefits earned in the year), the interest earned or charged to the assets and liabilities, and any amortization of 
past service costs (due to plan amendments) and actuarial gains and losses (due to changes in assumptions and 
plan experience). Both past service costs and actuarial gains and losses are amortized on a straight-line basis 
over the expected average remaining service lives of plan members. Past service costs are amortized beginning 
in the year following the plan amendment. Only the cumulative unrecognized net actuarial gains and losses in 
excess of 10% of the greater of the projected benefit obligation or the fair value of the plan assets are 
amortized and reflected in the pension expense. 


The pension expense for the defined contribution plans is the annual funding contribution required by the 
Company. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SIGNIFICANT ACCOUNTING POLICIES (Continued) 
Income taxes 


The Company uses the asset and liability method of accounting for income taxes. Under this method, future 
income tax assets and liabilities are recognized for temporary differences between the accounting and tax 
bases of the Company's assets and liabilities, and are measured using substantively enacted tax rates that are 
expected to be in effect when the differences are settled. The effect of the changes in income tax rates is 
recognized in the year in which the rate-change is considered substantively enacted. The income tax provision 
represents income taxes paid or payable for the current year plus the change in the future income taxes during 
the year. A valuation allowance is provided against future income tax assets when it is more likely than not 
that all or some portion of the future income tax assets will not be realized. — 


Asset retirement obligations 


The Company follows CICA Handbook Section 3110, “Asset Retirement Obligations”. The standard provides 
guidance for the recognition, measurement and disclosure of liabilities for asset retirement obligations and the 
associated asset retirement cost. The standard applies to legal obligations associated with the retirement of a 
tangible long-lived asset and applies to obligations for both lessors and lessees in connection with leased 
assets. Under the standard, the fair value of liabilities for asset retirement obligations is recognized in the 
period it is incurred. A corresponding increase to the carrying amount of the related asset is recorded and 
amortized over the life of the asset. The obligations are accreted to full value over time through charges to 
income. 


Recently issued accounting pronouncements 


The following recently issued accounting pronouncements represent a summary of the pronouncements that 
are likely to, or may at some future time, have an impact on the Company. 


Financial Instruments — Recognition and Measurement, Handbook Section 3855 


Section 3855 prescribes when a financial asset, financial liability, or non-financial derivative is to be 
recognized on the balance sheet and at what amount, in certain instances using fair value and in others using 
cost-based measures. It also specifies how financial instrument gains and losses are to be presented. 


Section 3855 applies to interim and annual financial statements relating to fiscal years beginning on or after 
October 1, 2006. Earlier adoption is permitted only as of the beginning of a fiscal year ending on or after 
December 31, 2004. The Company plans to adopt this standard for its 2007 fiscal year or earlier. Transitional 
provisions for this Section are complex and vary based on the type of financial instrument under 
consideration. 


The Company is currently evaluating the impact of adopting this standard. 


Comprehensive Income, Handbook Section 1530 


Section 1530 introduces a new requirement to temporarily present certain gains and losses outside net income. 
Section 1530 applies to interim and annual financial statements relating to fiscal years beginning on or after 
October 1, 2006. Earlier adoption is permitted only as of the beginning of a fiscal year ending on or after 
December 31, 2004. The Company plans to adopt this standard for its 2007 fiscal year or earlier. Financial 
statements of prior periods are required to be restated for certain comprehensive income items. In addition, an 


enterprise is encouraged, but not required, to present reclassification adjustments in comparative financial 
statements provided for earlier periods. 


The Company is currently evaluating the impact of adopting this standard. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SIGNIFICANT ACCOUNTING POLICIES (Continued) 


Hedges — Handbook Section 3865 


Section 3865 establishes standards for when and how hedge accounting may be applied. Hedge accounting is 
optional. This Section applies for interim and annual financial statements relating to fiscal years beginning on 
or after October 1, 2006. Retroactive application is not permitted. Earlier adoption is permitted only as of the 
beginning of a fiscal year that ends on or after December 31, 2004. 


The Company is currently evaluating the impact of adopting this standard. 


ACQUISITION OF THI 


The acquisition of THI has been accounted for using the purchase method. The fair values of the identifiable 
assets and liabilities acquired have been based on management’s best estimates and valuation techniques as at 
August 19, 2005. The cash purchase price of $62,274 and non-cash consideration consisting of Class B Shares 
and Class C Shares of $277,287 were allocated to the assets and liabilities of THI at August 19, 2005 as 
follows: 


Assets acquired 


ECP NE 6 Fo Ai rn ant eet coat SO ac RAR EAP ote PR en eee ee Pe ee er ees oe ee So el 76 
FN CCOUMUS FECEIV AD IG Stace eee eats rte 2 bee cee Race Ors, Hee Shee Men 48,390 
| PARC AG) RIS se aes cons csre ct nea ye aepae Ne a ay RE en oe ee ene een ee 81,468 
PTET SACRE XC USCS Ia ING CPOSI Suptnc tee eet oe esate ete tee tar een sont rere renee te a soiencesauact cere necoe et aaecsaaeee 7,886 
EO Cetvien p EAN Ur ADNCL COUP ETI ING reareae sev x8 Ye feos accan Gab cat aes svete we. ate Seca c SAREE ose acta ease SCA 32,070 
TS TOME eG elit Secs eee i Ne AED sel net coy Jen re pes Seow ons ete cat cise ateaee rupee ners ceas 1,580 
TPCAINO ID Se ASSC1 Se Rute see eee oo tsar ee tach SCN O 5oe tec eceigan ace wis he veveetisec dos re septanme acta vas eu e ment acount 389,900 
CHOSE CV IIL ev eA See ROM OE RU eG yp le delta SLC a seta acct Sent See cat Biers alts 201,083 
Derivative EUMAIMCIAl INSUEUIIIEN ES ois ctty eas eatleane cetenaetints wucicicn kaw noe sanz tetanic <n yl 
p74 310 
Liabilities assumed 
Agcounits payavle and-acerued: aD MINES eases ane cncckcenaie-s sasneenestes io eususwan sss dnese sassocuncod CanehSOPnRS De 126,55)! 
BG Terred EVEMUEN cee eacter teres tena.) hee eget keer aN tah sev nen cm ideas katte ao saieh, eo eRe SN 15,691 
PHO WiSGOtN LOm WV ARCANE YC OSUS acto cease cee Memes cesta dapper sanir sama and onnhoatanetakt su apunsiccaceneae em Mees 19,675 
PACU UCR CMe LLU MALVILYL Vannes tenet 29. se habates Natio ca eeseRer ches geans-csaeerb ods tceecteaneaton-keeanseonssoumeoedawcencasale 3,288 
COL @AuiGiAG IME CAPIEALLCASC ye. yo:eese sae aces catee ates cscrnecdedtes thee seutwsua caaksuneetss ad dutsisieasensdios ostuivbensevs 1,662 
Piiturenmcome tax: lialilittes: (Det) okesesncce-ceceednsscenucvecersncne tonne soeses cube soc nenunnks conutceesseceeeeountuesanees 120,250 
| (a, stern Wall sh Bea asec teens Gee enna Ue eNO oe ae Ma RRR Ee conc a oo ea S23 147,632 
__ 434,749 
Total purchase price ES OT oe 
Consideration represented by: 
AB SINGLE cree ea eek acetate eee sata weten cers racescsetes chednd est antes cee ace dan sec wenaarst tneanaeeac eae $ 62,274 
(ber lability. Class. B and © common shares (MOtC 11) Ti. -cissscaseo<evorneesoaoweverscedereatereahenat Swerehe el 
VESSSEN ES Sal 


Intangibles principally represent the values of patents and customer relationships, in the amounts of $88,200 
and $170,900, respectively, that will be amortized over the remaining lives of those intangibles, and trade 
names in the amount of $130,800, with an indefinite-life that will not be amortized but tested annually for 
impairment. 


After allocating the cost of the purchase to identifiable assets and liabilities, goodwill in the amount of 
$201,083 was recorded. No amount of this goodwill is expected to be deductible for tax purposes. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


ACCOUNTS RECEIVABLE 


INVENTORIES 


Raw miatetials.. c.nscceacrcncte coessteteetececsecse nectttr ct oc mecracrent ance eaten tetas ena emmy meee ee tee 
WOrk 19 PrOCOSSis..0. decree teesneseceencactoan eet tieent Se eteeaict tee tance tenereete saeerereca tee oc eatent Ceara cnetetan cae 
Finished! OOS 2 cocvcese crete ctctereccarnceeccnct eee cect cee tn ca oe oe ean ace eee cece ner em 


PROPERTY, PLANT AND EQUIPMENT 


Building and building improvements 22sec eee eee eee 
Machinery and equipments) cesses corer ree ee rc 
Demonstrator BUSES oie aercrec ceretete See eee eee eee ee 
Computer hardware and software ae. weet er ees 


Office equipment 
Under capital lease 

Computer hardware 
Equipment 


DEFERRED CHARGES 


Debt financing costs 


January 1, 
2006 

35,534 

9,007 

paca Joes AS 

$47,520 

January 1, 2006 

27,762 

17,168 

eee 

PRM UVAL 

January 1, 2006 
Accumulated Net Book 
Cost Amortization Value 

pe 9) $ —— S 422 
7,996 118 7,878 
14,616 1,319 13,297 
430 80 350 
5,922 654 5,268 
349 D5 324 
649 56 593 
$34,678 $2,409 $32,269 


January 1, 2006 


PPR eee meee e nemo ease eens ease ees sees ees sess eeeseee ess EEE EEE E OEE EEEESEE SHEE EEE ESSE EEE E SEES EEE SESE E EEE EES 


$13,442 


Amortization of $480 for the period ended January 1, 2006 has been deducted to arrive at the carrying amount 


of deferred charges. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


INTANGIBLE ASSETS 
January 1, 2006 
Accumulated Carrying 

Cost Amortization Amount 
Definite-life intangible assets: 
| SRLS Ud ae me te ei ole ci al etn tor Gah Onin te bron nb Fiala babeedaer $ 88,200 $ 299 >) 85,701 
Gustomer TelaliGnsMIpS estes nee ee ee 170,900 3,702 167,198 
Indefinite-life intangible assets: 
Pade TAINeS Stes. me ere ee ee ee _ 130,800 = )=— __—*'30 800 


The intangible asset amortization expense recorded during the period ended January 1, 2006 was $6,201. 


OBLIGATIONS UNDER CAPITAL LEASE 


The Company has entered into capital leases for equipment, computer hardware and software licenses, with 
imputed interest rates between 2.28% and 20.70%, expiring between 2006 and 2013. The following is a 
schedule of future minimum lease payments, together with the balance of the obligation under the capital 
leases as at January 1, 2006: 


OK U 6 tel te a Aan 4 tien ne ieee iy Das ad eR Ee ne CRM ie oe a Ev a eR Reh $ 985 
BLU OIE ss cA Shei nee es eR ce eS ae ORE ORR CER eet OR MR te oy 809 
DRUGS hc exc Seve ec celexa OE Hee Ee Gen REI, PRES organs RAS A CRE RL ore 682 
2A. i cs egesbct ease esl letter A le ee es ssa tee i Sen on i heal 507 
DOL Be cree er eee ee A RA Eat sea Meare Sey Mer sec Mere sana ncat Stererecnusvec diese meets 488 
i IMCT@ al LEN oe amen tenet Me Neate MRA eR acy ys een cae aa ston cee canna Seee Mex ecceicien cs mene thea sense tet 05: 
4,176 
ESS eAMOUItS He Pl ESCH OMEN CUCSU Meer ricestacrt iraeee err aeaticerccear cn toate one cene state seore smn soeruee edema sees fe 4H 
3,630 
IVE SS CO ULCeAIL POLLIOU career tees trees neacern cs eater aerate are ere coerens sastoetson cam me sees ates te a anL aut er eomra howe 
2820 

LONG-TERM DEBT 


Final Maturity January 1, 2006 


Subordinated Notes included in the IDS issue (a) (C$110,600) .............. 2020 $ 95,099 
Separate Subordinated Notes (b))(C$33,300) sie .t. cats cssnateroossessevsauie deneses 2020 28,633 
Vetting Credit ACilitys (C) Kom vecyscctesttentptezcess-eeeateteevs leouayie Star indabacms ence Kivecdnt ys 2009 90,000 

21332 


There are no principal repayments required on long-term debt within the next five years except for the 
Term Credit Facility to be repaid in 2009. 


(a) Included in the Offering, forming part of IDSs, were C$110,600 of 14%, Subordinated Notes. NFI 
ULC has the option to redeem all or a portion of the Subordinated Notes on or after the seventh 
anniversary of the Closing, for cash, at a redemption price equal to a premium over the principal 
amount of the Subordinated Notes together with accrued and unpaid interest, if any. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


LONG-TERM DEBT (Continued) 


(b) 


The Subordinated Notes are subordinated in right of payment to all existing and future senior 
indebtedness of NFI ULC and are senior in right of payment to any subordinated indebtedness of 
NFI ULC. 


Except for a tax redemption, NFI ULC may not redeem the Subordinated Notes at its option prior to 
the seventh anniversary of the Closing. On or after the seventh anniversary of the Closing, NFI ULC 
may redeem the Subordinated Notes at its option, at any time in whole and from time to time in part, 
upon not less than 30 nor more than 60 days’ notice to holders, for cash, at a redemption price 
(expressed as percentages of principal amount) set forth below, plus accrued and unpaid interest on 
the Subordinated Notes redeemed to the applicable redemption date, if redeemed during the 52-week 
period beginning on the anniversary date of the Closing during the years indicated below: 


Year Percentage 
DZODD siincoutsasvacedceias cas cccesscovws sna bacssudeesthe chasm eeeeteee eee sec tan Seen Met ae ae tet ee a ee 105% 
QU) ES ssc cei Be Resse bed mete tace ce on ee cence ca aaa SSeS SSE os eee eee ee eee ee 104% 
PA) Peery aOR Ak ores SUD AY rs 7 REMC ENT Cia EME ORE Nats SoA CAG BE St Ae oN eel ce 103% 
20 1S asses dichenaliadacsahessaocteaueiesove cceikos th uictec cs See oeete setae see cote Seca ete cea ere aaa eer 102% 
DOG siced da azazses teh, sh bne teat la ek De i Mee ap seas rococo ee 101% 
2017 and there atten. ic, sceateteoe epee. eos cece cnewcctc eoucceuc seuss coord. Sen ee oe 100% 


The Subordinated Notes are an unsecured obligation of NFI ULC and are guaranteed by NFAI on an 
unsecured basis. 


Fees associated with the issuance of the Subordinated Notes of $9,381 were recorded as deferred 
financing costs and are being amortized over the term of the Subordinated Notes. 


NFI ULC issued C$33,300 of 14% Separate Subordinated Notes, under the same terms and 
conditions as the Subordinated Notes included in the Offering, described in (a) above. The Separate 
Subordinated Notes and the Subordinated Notes (forming part of IDSs) were issued under the same 
indenture and the holders will vote together as a single class in proportion to the aggregate principal 
amount of Subordinated Notes they hold on all matters on which they are eligible to vote under the 
indenture. 


Fees associated with the issuance of the Separate Subordinated Notes of $2,216 were recorded as 
deferred financing costs and are being amortized over the term of the Separate Subordinated Notes. 


The four-year Credit Facility includes a $90,000 secured term loan facility, of which $90,000 was 
drawn at January 1, 2006, up to a $40,000 (amended to increase by $5,000 post Closing) secured 
revolving credit facility (with no drawings at January 1, 2006) and up to a $50,000 letter of credit 
facility (amended to increase by $5,000 post Closing), which was drawn at $11,518 at January 1, 
2006. Fees associated with the arrangement of the Credit Facility were $2,325 and were treated as 
deferred financing costs, which are being amortized over the term of the Credit Facility. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


LONG-TERM DEBT (Continued) 


The obligations in respect of the Credit Facility are secured by: (A) a perfected lien on, and pledge 
of, (1) all of the capital stock of, and intercompany notes owing to, THI and (ii) all of the capital stock 
of, and inter-company notes owing to, all of THI’s existing and future direct and indirect subsidiaries 
(other than NFL LLC) (collectively, the “Guarantors”), and (B) a perfected lien on, and security 
interest in, all of the existing and future tangible and intangible properties and assets of (i) NFI ULC, 
(ii) NFAI, (iii) THI and (iv) each of the Guarantors, with certain exceptions. The Company has 
provided a limited recourse guarantee of the obligations under the Credit Facility secured by its 
capital stock in THI, and NFI, though not a guarantor of the Credit Facility, entered into a collateral 
covenant agreement. 


Loans under the Credit Facility bear interest at a rate equal to LIBOR or a U.S. base rate for loans 
denominated in U.S. dollars and a Canadian prime rate or bankers’ acceptance rate for loans 
denominated in Canadian dollars, plus an applicable margin to those rates. 


OTHER LIABILITIES, CLASS B AND C COMMON SHARES 


Authorized (000s) 


Issued (000s) 


3,000 Class B Shares, par value of $0.01 per share, further described in points (1) and (ii) 
below. 
35,000 Class C Shares, par value of $0.01 per share, further described in points (i) and (11) 
below. 
2,562 Class B Shares $ 19,560 
31,586 Class C Shares ______ 241,090 


A summary of changes to the carrying value of the liability related to these shares is as follows: 


Class B Shares Class C Shares Total 
Fair value at the date of issue (@)...... ..:..-..000 $ 20,808 $ 256,479 $ 277,287 
Fair value adjustment (b) ee C248) oe EUG ket REL 
Fair value at January 1, 2006 ...........cccssssssevee ee 9 560 §__241.090 $2 == 260,650 
a) On August 19, 2005 and in connection with the Offering the Company issued 2,562,529 Class B 
Shares and 31,585,671 Class C Shares in exchange for common shares, warrants and options of THI 
having a fair value of $277,287. 
b) During the period ended January 1, 2006, the Company recorded a reduction in value of Class B 


Shares and Class C Shares of $1,248 and $15,389, respectively, to reflect the current fair market 
value of these shares calculated in accordance with the provisions of the securityholders agreement 
governing NFL Holdings. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


OTHER LIABILITIES, CLASS B AND C COMMON SHARES (Continued) 


During the period, the Company declared dividends of $645 and $7,943 to the holders of Class B Shares and 
Class C Shares, respectively. 


(i) 


(il) 


Class B Shares and Class C Shares are entitled to fixed cumulative preferential cash dividends at the 
discretion of the Board, at a rate equal to 14% of the Liquidation Amount, defined below, per annum, 
or at such other rate as is in effect for interest payments on the Subordinated Notes decreased by a 
percentage equal to the combined U.S. federal and state corporate income tax rate applicable to the 
Company, to be paid before any dividends on the Class A Shares. Thereafter, dividends are payable 
to the holders of Class A, B and C Shares pro rata unless and until the Enhanced Dividend, defined 
below, becomes payable and, thereafter, pro rata taking into account the Enhanced Dividend, which 
is non-cumulative and may only be paid to holders of Class B and C Shares in respect of any month 
if the Company has declared and paid dividends on the Class A Shares at not less than the monthly 
amount of $0.027 per share (adjusted for taxes) for such month. In the event of the winding up of the 
Company, the Class B and C Shares are entitled to receive the sum of C$5.53 per share (the 
“Liquidation Amount”) and accrued and unpaid dividends before the remaining assets are distributed 
ratably among the Class A, B and C Shares. Distributions on the Class B Shares are subordinated in 
favour of distributions on the Class A and C Shares for the period from the date of Closing until 
certain conditions have been met. 


The Continuing Investor and NFL LLC own all of the issued and outstanding Class B Shares and 
Class C Shares and also have the right, in certain circumstances, to request NFL Holdings to use its 
best efforts to arrange a financing commitment in order to permit the acquisition or purchase for 
cancellation of the Class B Shares and the Class C Shares at fair market value (the “Liquidity 
Right’). It is expected that this will occur through the sale of additional IDSs or other securities. As a 
result, the Class B Shares and the Class C Shares have been classified as a liability of NFL Holdings 
and are recorded at fair value on the consolidated balance sheet. The liability is revalued to fair value 
at each balance sheet date in accordance with the valuation principles set out in the NFL Holdings 
securityholders agreement. 


In the event that the Liquidity Right is exercised and not successful, a portion of the dividend paid in 
respect of those Class B Shares and Class C Shares will be increased relative to the dividend paid on 
the Class A Shares (the “Enhanced Dividend”). The Company has the right to redeem the shares 
(the “Redemption Right”) subject to the Enhanced Dividend for fair market value. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SHARE CAPITAL 


Authorized (000s) 
63,000 Class A Shares, voting, non-cumulative dividends at the discretion of the Board, par 
value of $0.01 per share. 


Issued (000s) 
20,000 Class A Shares $66,320 


The following is a summary of changes to the issued and outstanding capital stock during the period: 


Number of 
Shares Amount 
Class A Shares 
ELAN O ree ATO TIS tM NS ras, Meee ae case sctcees oid tsconcv ep vac iea cma ET — $ — 
Class-A Shares issued for cashiconsideration seats eet er ee ae __ 20,000 ___ 66,320 
palance — lantiarys | e2 O0Geaa ue ee As Tess, Rane See. 2 ee 20,000 $66,320 


During the period, the Company declared dividends of $2,163 to the holders of Class A Shares. 


CHANGES IN NON-CASH WORKING CAPITAL ITEMS 


January 1, 2006 


PPC CORMMLS EO CEL VALI LCM errs eat cites oie spddr a lncucbenune side de teadiecshsadssdenoccetea betas Rees eek tee hoot ta eA $ 1,300 
INARA CaS ARSE Oe Ac. hte ne APR OR ee Mr a Oren ON Oe Reveal sean OPC Bene PEE ae eye eee oa 9,356 
ETEMAIGIC XDCTISES ANC CEPOSILS Ss see searions nase saeaiontedanyech toh eee seen epee ee eens (216) 
PNCEOUINS DAV Abie ANG ACCIUCC MA DIMES sactee tac ae arscteas huss on tenboset a cadny dudctrcesaecsocecr dasa gv enon ves (36,410) 
USS aleve Ro err resroas Fadia ees cerca fe a A cee n ee BR RPO eg a ee eC 1,688 
VO VASTOMI LOM, Wy ALLATICY COSUS 2 5otares ee ct on cease nett cate ches oaks sag cnoctate aes opi aeermanwscs tet oc gace: cave, boveeeN (758) 
Impacto nforeienexchan ge (rans At On -25 s2ccccceesseancctucoes:seanncdtenaseunsesnrduniverqnagnsarcenatenAdeand’s ete (350) 

$ (25,395) 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


INCOME TAXES 


The reconciliation of income tax attributable to continuing operations, computed at the statutory rates, to 
income tax expense is as follows: 


Period from 


August 19, 2005 to 
January 1, 2006 

Earnings before income tax Expenses... ec eer eet ere ene $ 695 
Combined statutory rate tee oe eee eee ee eee EE ae ee Ra 
Tax expense: based on statutory rate ee eee 263 
Non-dediictible-expensesy -..ss.cccetetcce ere ee eres tener ee ene ence 78 
Benefit of unrecoonized Joss Canry-fOtw ar Ser. ree steer sence reat eee (526) 
Impact of foreign taxcredits utilized craececuteseeette cecssre cr trate te eee ee eee (6,596) 
Distributions on Class B and C common shares treated as interest expense ..............:0066 3,246 
Impact of other liabilities, Class B and C common shares fair value adjustment............... (6,289) 
Withholdingvand) Other tax es: ie ececex, cece ceca eee cee eee eee ce ne eee ete 510 
Other iiss Bitacs tase eeeacch BR in ems odo davtee econ nae Peer ee ee Pee 069) 
Provision Tor INCOME: taxes (TECOVELY ) fatevanee aecueterrea cone eaeeee reese ene eee eee S19 333) 
Comprised of: 

Cutterit IC Ome TAKES fees ee ee ee ee ee ee ee $ 3,400 
Futuremcome taxes\(recovety )ee..0 sentence eee ee seal Rigeee i) 
Provision for mcome taxes) (TECOVELY) see eect crs cee ee eee eect ee ee SLOPES) 


Page 17 


NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


14. INCOME TAXES (Continued) 


Significant components of the future tax assets and liabilities at the period end are as follows: 


January 1, 2006 

Future income tax assets 
ACCOUNIS PayapleraniG accried: MADIIUES: ss miet iste ea acters ssacesctnece seusosse tose Ae ee $ 2,520) 
IS emeniyediOny Arrant ys TeSCLy CS ea eee es niente tu 9555, 5B ney tst ecko os eee eae 8,499 
iNon-capttalilossesicarmed Tor ward eects nn: Se eter cee, oie eh Patna te ee 703 
COTS EEASSEtS ree tee ne NE Sh acon 6 ee ae, Raut OLN. oe Gately nite ® 2,401 
PACETUCE DENSE DIMI y Mtn e reste tees. RANE teas, SRN 8 RE, Danes en. teiae 323 
Infereompany profirelimination and otherassets:. 2:6. <tee.. hes ee. Sa 1,041 
POPCION: LANE CHCCIL DOO late ner eater ra pa eabeds 18), ie een eee, Soest Sane ee cae, 33,656 
FSSC MIICOMME] (AXHASSELS etree trees erent mec eta ah hs ET NS MMos eetaspies cee tie 49.143 
Future income tax liabilities 
ACC OUntSIpAayaDicrandaCerUCd la DUItleS Wet. miameecnt. 2 ate eee: Sin (1,448) 
Bropetty.plalieandequipinen tates tars .ate. Gee exes cease, Dae none) ee aren eS (3,649) 
TMU N I RCT ASSCLS ersten eters seer Cea ces ee eece ete Cease tes Secteeeh Arce ve cnat te eee aR ee (140,050) 
PSS Tenn CmeMAn CHS COSTS canteen seaetese cere cers ee ote ene sree scc tested eet honk actenes Sones entre coasts (208) 
OelietraSSCUS ame ieee Ree nae Ral ee OE ee een Neto eR nde ch ot cents eae (595) 
IAB PUan CHENG OTIC CARA ILADTEREI CS ee rece se ecaace oreo tans sr dace ae Sync eas se eeraen Wom touth oe carb occesmereeecneemeeees — (145.950) 
Ie estiiire merc Onme) (axel i DALUC Vere ater eee near hee treat coe cece cca ceaty, ite arenes e tear e ee $__ (96,807) 
Recorded as 
GUErCiy HULUIe ICONIC TAX ASSCLS staeen. tacks tereot eee seceee cette tee cateeee ee ceec eo tee ce mem A mae uneancnnsee ATO noe S ilsi2 
INOMPCUETCTIb TUPITC INCOME TAX. ASSCIS scree ae. sreeceatester nates ete ccnsco ce eee ante. tececcrtemn see ontexszene 33,302 
INGi-CULLCIe LUT re IMCONIS tax ADIN ES ratte: sc consatere cus oceceaste x sa-acreea scaeesntoaosnce ceeemereee teeter? — (141,951) 

$__(96,807) 


The Company has U.S. federal non-capital loss carry-forwards of approximately $937, and various U.S. state 
loss carry-forwards, which may be applied against future taxable income. The U.S. federal tax loss 
carry-forwards expire as follows: 


Loss Carry- 
Forwards 
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15. 


NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


INCOME TAXES (Continued) 


Annually, the Company reviews the likelihood of realization of the future benefits of these tax loss 
carry-forwards. In management's opinion, the criteria for recording the net future income tax assets has been 
met this period. Accordingly, the income tax benefit of these loss carry-forwards has been fully recorded. 
However, these losses are restricted in application to $55 per annum as a result of a past acquisition of the 
Company. 


NFI ULC has withheld Canadian withholding tax in the amounts of $3,251 and $9,268 as the result of the 
payment of a dividend to THI and as a result of a transfer of shares to THI, respectively. This share transfer 
for partial debt consideration results in a deemed dividend for Canadian tax purposes subject to Canadian 
withholding tax. The tax withheld is treated as a foreign tax credit in NFL Holdings. The U.S. foreign tax 
credit can be carried forward for a period of 10 years and, subject to certain limitations, can be applied to 
reduce U.S. taxes attributable to foreign source income. 


FINANCIAL INSTRUMENTS 


In addition to recorded financial instruments arising from operations and the financing of operations, the 
Company has derivative financial instruments to manage its risks associated with adverse changes in interest 
rates and foreign exchange rates. 


The Company does not hold financial instruments for speculative or trading purposes. The Company has 
elected not to apply hedge accounting to its derivative financial instruments. 


Interest rate risk and foreign exchange management 


The Company entered into a cross-currency interest rate swap with an initial notional principal amount of 
C$108,000 at 7.13%, maturing on August 19, 2009, to manage interest rate risk relating to adverse changes in 
the LIBOR rate on the Term Credit Facility and estimated foreign exchange risk from future operations. The 
fair value of the cross-currency interest rate swap at January 1, 2006 is $(149) and has been recorded in net 
earnings for the reported period. The related liability is recorded on the balance sheet in derivative financial 
instruments liability. 


The Company has entered into forward contracts to buy United States dollars with Canadian dollars at an 
agreed exchange rate. 


The total notional amounts of these forward contracts at January 1, 2006 are C$23,930 and the effective 
exchange rate is 0.8696. The forward dates in the contracts range from January 12, 2006 to January 12, 2007. 
At January 1, 2006 the fair value of these forward contracts was $135 and was recorded in net earnings for 


the reported period. The related receivable is included in accounts receivable. 


Fair values 
The carrying amounts reported in the consolidated balance sheet for cash, accounts receivable (subject to 
normal trade terms), deposits and accounts payable and accrued liabilities approximates fair value due to the 


immediate or short-term maturities of these financial instruments. 


The carrying amount of obligations under capital leases approximates fair value. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


FINANCIAL INSTRUMENTS (Continued) 
The carrying value of the Term Credit Facility approximates fair value because the interest rate is variable. All 
other debt of the Company bears interest at fixed rates. Estimated fair value amounts as at January 1, 2006 for 


these financial instruments are as follows: 


Carrying Fair 


Amount Value 
Subordinated Notesinchuded mithe TDS ISStie &o..e2. 0...0scececeescsoeesseceoneedetebeeevlesh soe eesese $95,099 $95,389 
Pie Pal ale. SUONCINACC CIN LES eae eee RR er ac cole soca c Sac as vacate eee 28,633 28,720 


Credit risk 


Financial instruments which potentially subject the Company to concentrations of credit risk consist 
principally of accounts receivable, cash and derivatives. Management has assessed that the credit risk 
associated with accounts receivable is mitigated by the significant revenue it receives from a number of well 
established customers. Additionally, the U.S. federal government funds a substantial portion of U.S. customer 
payments. The risk associated with the Company's cash balance is mitigated by the fact that this amount is 
placed with commercial financial institutions. 


The counterparties to the Company's derivatives are significant financial institutions. The Company could be 
exposed to loss in the event of non-performance by the counterparty. However, credit ratings and 
concentration of risk of the financial institutions are monitored on an ongoing basis. 


SEGMENT INFORMATION 
The Company has two operating segments: Bus Operations and Aftermarket Operations. 


The Bus Operations segment derives its revenue from the manufacture of heavy-duty transit buses for public 
transportation. The Aftermarket Operations segment derives its revenue from the provision of service parts 
and servicing related to heavy-duty transit buses. These operating segments are consistent with the 
management of the business, which is based on the products and services offered. 


There is no inter-segment revenue. Unallocated items in the consolidated earnings before income taxes 
primarily include foreign exchange gains or losses, loss on disposition of property, plant and equipment, 
amortization of property, plant and equipment, amortization of intangible assets, interest expense, gains and 
losses on the Company’s cross-currency interest rate swap and distributions on Class B Shares and Class C 
Shares. Corporate overhead costs are allocated fully to the Bus Operations segment. 


The unallocated total assets of the Company primarily include cash, intangible assets, future income tax assets, 
and deferred charges. 


Corporate assets that are shared by both operating segments are allocated fully to the Bus Operations segment. 


Page 20 


16. 


NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


SEGMENT INFORMATION (Continued) 


Segment information about profits and assets is as follows: 


Period from August 19, 2005 to 
January 1, 2006 


Bus Aftermarket 
Operations Operations __ Unallocated Total 
Revenue from external customers ............c:::cccceee $ 189,574 $ 19,374 5 a $ 208,948 
Operating costs:‘and expenSests.2...se eee rere ee 178:257 15,669 a 193,926 
Earnings (loss) before income tax .........-.seseeeseee es 8,705 (14,327) 695 
"Total assets ee uiss eat ces ere tiee eet eee ee ete cree 290,401 71,609 463,662 825,672 
Capital expenditures etme eee eee eee 845 16 —_ 861 
Goodwill 2.5 ieee ee eee 147,398 53,685 = 201,083 


The allocation of revenue to geographic areas is as follows: 


Period from 


August 19, 2005 to 
January 1, 2006 
United States’... 2265.0 Ae Seiden teas cares eT $135,820 
Catia dark siveneiel ee ee ae ee INOS 
fd 10): | WTR Ant se MR er Ek re eer Lode dle Ta yd we at Rel oe BU Ls $208,948 


The allocation of property, plant and equipment to geographic areas is as follows: 


January 1, 2006 


United States 2c ct ece ce ele cee eee eae ee ee S212 
CANA secs So scte cn ses c fe ods ee ee ee Re Re ea ee ISAS! 
Total sisncidataitcch solace vssncttunees b Gecagee tec: Cook ne eee ee ee eee $32,269 


During the period, the Company had revenue from certain customers that was individually greater than 10% 
of the Company's revenue. 


Details with respect to consolidated revenue from these customers and the number of customers are as 
follows: 


Period from 
August 19, 2005 to 


January 1, 2006 
Revenue from customers greater than 10% of the consolidated revenue ..............00000+. $ 51,865 
Number of Customers trusted iets cots Sade scared er ere ce id 


The revenue from these customers principally consists of revenue from the Bus Operations segment. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


RELATED PARTY TRANSACTIONS 


huctoiNewsrlyer Industnesiinees wees Ske ae es, Le ek ee $ 301 


This amount is non-interest bearing and has no terms of repayment. 


EMPLOYEE FUTURE BENEFITS 
Defined benefit plan 


The Company's subsidiary, NFI ULC, has a defined benefit plan which covers unionized employees. An 
actuarial valuation was last performed as at December 31, 2004. The date at which the Company measures its 
fair value of plan assets and accrued benefit obligations is December 31 of each year. 


Information in respect of the Company's defined benefit plan is as follows: 


Period from 
August 19, 2005 to 


January 1, 2006 
Change in plan assets 


PAaipaSsels at lait, Vale DESIMMING OL PELIOG greece cece. 4 sreacy-saceesec¥es exes. veonsdacteeters $ 9,870 
PACTUAL TeUMmNMMOM, DINOS CUS, car, cerita ar sera erate Gasesnastoas ee Ree ee 402 
RMU OV Cote ODN TOUS 8 tae ca eee te ne nee te ed ea ae ona 539 
PRP OVC CO Ur UDELL Ser este ease ste cecercee aici hucu cs va. sde nc sacu eee te, as 
ES TENS VR eo ots xs gecat ea. ls e e A OS an ee (154) 
PORei Om Gx Clin G Cotes ee they, cin cha, ok mamaria BR Me sie carte. coeds aa Dene ec bo ee gerd) 
lai sSe1S at fall vale <-- CNICLON PETIO seauesaccaceecsncvacsaicusacssoxen sass akunceoy Miuehins anawecloeseant LGR! 


Change in accrued benefit obligation 


Accmied. benefit obligation == beginnings Of Period. ..24.....cecce.ceneceodeasvsteesspnetablvateenscdousey 13,158 
CUE ENTS CE VECO COS: ese tee tee eee RR a he el eda reall oR en Rbatte RGR oa 308 
HUET EST COS Rete cae ae eae arn ia eset inte a, a a Se Re es ae 282 
FE Ia LO VES COIN LDU TES = maitre tec ester eee tnnas ae oe ence ee 85550 sesso auecsscv rons taveckececearowoeesoneasictucoent a 
SCC GUIDA CL pares anther ance iota vin Pe dtn ec BAT ava gs ance b sud Seas dues detoesvaewionUnasinssbosgacnssodeavectenn (154) 
POUT PALILOSS Beerae totes seater pct tele va es cy Oa eek va seta na cmuasnn sesendets sate aso onshan cnet bqueh sss 701 
HO) GPIAWG! Cn Gael ote core coeteme ec RRCSe nt Coe PET RCCR CTT Gree ee re er oo ee lel 
Pxccrved DeNnelit Obligation =—= ENOL POLO: 27>, kssoxais vosecnssaaarsspernanssnacs-aeraaxsnsaspboscanente __14,856 
Funded status — plan deficit (35779) 
WA EOReIZSebIC Lean | LOSSCSinge cestgeccens everest can sora ar ebe eek co cats cane atowtumunerasarws-e sae eenncuseruubeh 22578 
PNT UC Cs DEMON TU MIE DLIILY cxereass ses catsvon ecole nccteceencisndrsvesvspsewtuncwtodssofesospbondasieadavnevceneuetacssnei $3,201) 


Subsequent to January 1, 2006 the Company made a voluntary contribution of $2,324 to the defined benefit 
plan. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


EMPLOYEE FUTURE BENEFITS (Continued) 


The significant weighted average actuarial assumptions adopted in measuring the Company's accrued benefit 
obligation and net pension plan expense are as follows: 


Period from 
August 19, 2005 to 


January 1, 2006 
Accrued benefit obligation 


Discount rate sess ccadoscis ee adnractleeates ieomentzcers recsessce tenho ee eee 5.25% 
Pension plan expense 

Discount Late go. secs ec spd casts secede coe nteseec eds bea tect a soe ene one 5.50% 

Expected long-term rate-of return on) planiassets a. -2 eases eee 7.00% 


The Company plan is a fixed benefit plan and, as a result, the rate of compensation increases does not have 
any impact on the actuarially determined accrued benefit liability. 


The Company's net pension plan expense is as follows: 


Period from 


August 19, 2005 to 
January 1, 2006 

Current Service COStS:. < cscs cscectetspeesyeceenetecccs eect ee ee cae ee $ 308 
Interest cost on accrued benefit obligations ear... .c- accep ceeeeeosteeeeeeceee eee ee 282 
Actual return Om: ASSETS, socc.c22.scssscosas stances ones oteses Saree re neue oS ert eee (402) 
Actuarial losses onvaccrued benefit obligations ce. cesreseer teste eee ee Baas ns ese WANN 
Pension cost before adjustments to recognize long-term nature of the plan................... Poe ESSER 
Difference between expected and actual return on plan assets .............:csscsseseseeeeeneeeeeees ‘ia 
Difference between actuarial loss recognized and actual actuarial loss on benefit 

OD] PAtiOMN.....ssavcesaadadecancessosevasuvoctoesededeenenauentne ctceunaeee conceen eee ener ee nee ees LNT 
Adjustments to recognize the long-term nature of the plan... cccceeseeeeeeeeeeeeteeeees Ce) 
Pension cost for the period ©. 0..0,.kecc<dssscternens<ctomseceent tee he tee eee See 


An analysis of the assets of the plan by investment category is provided as follows: 


January 1, 2006 


Asset category 
Cash and cash. equivalents £c.vtslceececvisests sev noe eet teen ee 0.0% 
Canadian €QuUities iii coors sans -yoTosasecntetaeacss eeeceetas sae ae aoe eee eek eee 20.3% 
POLOi Qi EQUITIES cnt. s5sucdenresccenSencsceuatnewlnvontuoveastveuekauthtcsbashce sete ane ante ner aes et ane 30.0% 
BOI a csscesite saiics vecatundeussovececovs etueih de LR ATER TOTO ee RTE ae PS 
ee 100.0% 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


EMPLOYEE FUTURE BENEFITS (Continued) 
Defined contribution pension plans 


In the United States, the Company maintains two savings retirement plans (401(k) plans). In Canada, the 
Company maintains a defined contribution plan for salaried employees. The net pension expense for the 
Company's defined contribution plans is as follows: 
Period from 
August 19, 2005 to 


January 1, 2006 
Detined contr DUtiom penslomsex pense seers sae wet ara ches cm: aratess anstesnerse sorkeechens $ 385 


Cash payments contributed by the Company during the period for its defined benefit and defined contribution 
pension plans amounted to $898. 


COMMITMENTS AND CONTINGENCIES 
(a) Operating lease commitments 


The Company has leased real property with aggregate minimum lease payments of $37,104 payable 


as follows: 
PAU Mess er3 hey aN BRNO ROR NH Ts ROO ETOCS SEC EE EE cee Pet ee aera $ 2,426 
PANO oct hata sae Aakers a diegece gare eon te cee ce epman Re ee Re ee een ee ee a 1,998 
PANU Mase oot diced Sebabe taste Behe oe eno eR Ter a Te ee ce 2,034 
AUN Sek se A ry oR tc MP OSE RE See E eR Oe RTA en ee, a 2,071 
EA) aren SNS eM err at PR Mes eae ree ecea eee se cto en Coa ab auct nest axcadtteeb dards 15733 
WM STENRSEN US tik oh eon genase inate aaah ance On ORR eR Se, eR Se 
5. 37,104 
(b) In the normal course of business, the Company receives notice of potential legal proceedings or is 


named as a defendant in legal proceedings, including those related to product liability, wrongful 
dismissal or personal injury. Many claims are covered by the Company's insurance policies and none 
of the current claims are expected to have a material adverse effect on the Company’s financial 
position, results of operations or cash flows. 


(c) Through the normal course of operations, the Company has indemnified the surety companies 
providing surety bonds required under various contracts with customers. In the event that the 
Company fails to perform under a contract and the surety companies incur a cost on a surety bond, 
the Company is obligated to repay the costs incurred in relation to the claim up to the value of the 
bond. The Company's guarantee under each bond issued by the surety companies expires on 
completion of obligations under the customer contract to which the bond relates. The estimated 
maturity dates of the surety bonds outstanding at January 1, 2006 range from November 2006 to 
January 2008. 


At January 1, 2006, outstanding surety bonds guaranteed by the Company totaled $35,004. The 


Company has not recorded any liability under these guarantees as management believes that no 
material events of default exist under any contracts with customers. 
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NEW FLYER HOLDINGS, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 1, 2006 
(in thousands of U.S. dollars except per share figures) 


COMMITMENTS AND CONTINGENCIES (Continued) 


(d) 


During the period, the Company increased its letter of credit facility from $45,000 to $50,000. As at 
January 1, 2006, letters of credit totaling $11,518 remain outstanding under the letter of credit facility 
as security for the following contractual obligations of the Company: 


Collateral to secure operating facility leases... eee $ 523 
Collateral to secure surety facilities — .2.2.0.2.cecee ee eee 8,958 
Customer performance puarantets <2. ocsectscsos secs 656 
Collateral in support of self-insured workers’ compensation obligations..................:+-++++ 1,381 


As at January 1, 2006, management believes that the Company is in compliance in all material 
respects with all applicable contractual obligations and the Company has not provided for any costs 
associated with these letters of credit. 


GUARANTEES 


The Company indemnifies its directors and officers against claims and damages that may be incurred in the 
performance of their services to the Company. Liability insurance has been purchased with respect to the 
Company’s directors and officers. 
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